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PREFACE 
a stumbling in the dark may be one way of seeking 


escape from the somber valley of economic depression. 

There is more hope, however, of finding the path to 
recovery by deliberate, intelligent search. The route is not 
wholly obscure. Can economic science and practical experi- 
ence together point the way, if only for the first few steps 
toward recovery? To answer that question, a group of most 
eminent economists, financiers, and leaders in business and 
public life took part in one of the most important and best 
attended meetings ever held by the Academy of Political 
Science, the Fifty-second Annual Meeting, on November 18, 
1932, at the Hotel Astor in New York City. The present 
volume contains in full the addresses delivered and papers 
presented at the Annual Meeting, but not the informal dis- 
cussion from the floor. In these pages readers will find 
authoritative statements on money, banking and credit prob- 
lems, economy in government, the railroad problem, unemploy- 
ment, agriculture, trade barriers and the world economic 
situation. 

For the marked success of the Academy’s Annual Meeting, 
as well as for the content of this volume, credit and gratitude 
are due to the distinguished speakers who addressed the meet- 
ing and to the Committee on Program and Arrangements. 
The members of the committee were: Mr. S. Parker Gilbert 
(Chairman), Miss Ethel Warner (Director), and Messrs. 
Winthrop W. Aldrich, Frank Altschul, W. Randolph Burgess, 
Nicholas Murray Butler, James Byrne, Joseph P. Chamberlain, 
Frederic R. Coudert, John W. Davis, Norman H. Davis, 
George L. Harrison, Alanson B. Houghton, Pierre Jay, 
Thomas W. Lamont, Sir Walter T. Layton, Samuel McCune 
Lindsay, R. C. McCrea, Ogden L. Mills, Wesley C. Mitchell, 
Parker T. Moon, Shepard Morgan, William L. Ransom, 
Jackson E. Reynolds, E. R. A. Seligman, Jesse I. Straus, 
Thomas J. Watson, Louis Wiley, Garrard Winston, Leo 
Wolman, and Owen D. Young. 
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INTRODUCTORY ADDRESS* 


W. RANDOLPH BURGESS 
Deputy Governor, Federal Reserve Bank of New York; 
Trustee of the Academy of Political Science 


Second Annual Meeting of the Academy could 
possibly be devoted and that, of course, is the problem 
of recovery from depression. 

There are today two approaches to this problem: the first 
is the fatalistic approach of those who feel that the business 
cycle is an immutable force which moves on, influenced but 
little by the considered conclusions or actions of men. If 
we adhere to this belief all we can do is draw ourselves into our 
shells and wait for the tempest to subside. Just now the 
fatalistic point of view takes the form of believing that now 
the recovery has begun, it will move forward on its own 
way, no matter what we do. One has to admit that there is 
considerable evidence to support this point of view. Certainly 
all human efforts to stay the course of business have failed to 
avert either overexpansion and speculative excesses or severe 
depression and distress. Certainly we cannot boast that our 
knowledge and skill have given us complete control over 
economic forces. A fatalistic philosophy has all too much 
supporting evidence. 

But an inspection of today’s program shows that our 
Program Committee, at least, has a quite different viewpoint, 
a belief that something can be done about the depression, that 
steps can be taken which will be helpful. It is not too much 
to hope that this meeting may prove an important instrument 
in organizing opinion toward taking those steps which may 
hasten recovery. 

Each one of the topics listed in this program could well 
consume an entire day’s program. We realize that we have 
asked distinguished people to come and present their views 
on large subjects within very brief time limits. The justifica- 


= is only one general topic to which this Fifty- 


1 At the opening of the First Session. 
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tion we trust will be found in the resulting summary view of 
the whole situation, showing the picture in perspective. That 
is, I believe, the essential need of the moment. As far as may 
be, we should see the picture in its entirety and against its 
background. 

Our morning program deals with monetary and _ fiscal 
policies. The first three speakers deal with monetary policy; 
the next two with fiscal policy. 
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FEDERAL RESERVE POLICY AND THE 
PROBLEM OF FUGITIVE GOLD 


HENRY A. E. CHANDLER 


Economist, Guaranty Trust Company of New York 
I 


EDERAL RESERVE policy falls into three principal 
2) divisions: discount rate policy, open market policy, and 

gold policy. Discount policy at present is not of out- 
standing importance, and no important principle seems to be 
involved in the more distant picture. Open market policy is 
concerned with the immediate situation, and will be considered 
at the end of this paper. I will first discuss gold policy. 

Gold is the foundation of our credit structure, and in our 
credit situation nothing can be more important. During the 
past winter this country has occupied the most extraordinary 
position in the history of the gold standard. According to 
opinion widely held abroad and in certain domestic circles, 
we have as a result of unwise economic policy in the past, 
obtained possession of a disproportionate share of the gold 
reserves of the world—and yet, last year there developed 
widespread apprehension lest the foreign drain on our reserves 
drive us off the gold standard. The amount of fresh liquida- 
tion, and losses due directly or indirectly to this fear, will never 
be known, but it was very large. 

These developments necessarily raise several very pertinent 
questions: (1) If, as is widely held, we had on our own initia- 
tive garnered in, and for a number of years withheld from the 
outside world, this excess gold, why could the outside world 
take it from us? (2) Was there a sound basis for fear con- 
cerning our gold standard? (3) Can the conditions respon- 
sible for this fear be corrected? 

Now excess gold has been the initial cause of much of our 
trouble in the past; it was not the only factor, but without it 
overexpansion at all approaching that culminating in 1929 
would have been impossible, and the resulting reaction could 
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not have been so severe. And the amount and use of excess 
reserves in this market may have an important bearing upon 
our course in the future. 

The presence of the excess gold in the United States has 
frequently been attributed to one or all of three factors: our 
protective tariff, Allied Debts, or our failure to meet our 
responsibilities as a creditor nation, that is, failure to lend 
enough abroad. 

Now before I consider this question, lest the necessary brev- 
ity leave a wrong impression, I wish to make it clear that I 
have no intention of defending our system of protective tariffs; 
nor do I wish to suggest that I am opposed to revision of 
Allied Debts. It is not within my province this morning to 
discuss either of these questions, and I am touching them only 
so far as they appear to be related to our gold policy. 

The simple truth is that all three assumptions as to the 
presence of excess gold in this country are without foundation, 
as any competent student can ascertain who will examine with 
care the records of our international balance of payments for 
the last four or five years, or for the last ten years. 

Contrary to oft-repeated statements, here and abroad, dur- 
ing the past decade we did not deprive the world of the means 
to pay for our goods, or to meet the debt services due us,* 
and therefore we did not force it to pay us in gold. 

Our favorable merchandise balance considered by itself 
gives a highly distorted impression. To get a true picture 
we must take into account: five billion dollars * spent abroad 
by our tourists for foreign commodities and services during 
the last ten years; two billion dollars for donations to foreign 
countries; and a number of smaller amounts representing our 
purchases of miscellaneous foreign services. Over a period of 
ten years, instead of a favorable balance on our combined com- 
mercial and donation account, we had a substantial unfavor- 
able balance; or to put it in another way, our purchases from, 
and donations to, the rest of the world exceeded its aggregate 


1QOf course this does not mean that every country whether it be debtor 
or creditor is enabled to balance its accounts with us exclusively by direct 
interchange of commodities and services and by direct credits. No nation 
does that. International balances are effected by triangular operations. 
2 Net. 
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purchases from, and donations to us by not less than one and 
one-half billion dollars. Also during this period, notwith- 
standing the deficit on our combined commercial and donation 
account, we lent the outside world on long term more than 
our total permanent net income on foreign investment account. 
In short, during all this period, instead of depriving the 
world of the means to get back its gold, we, through our pur- 
chases, donations and loans, transferred a sufficient balance to 
enable the world to take back every dollar of excess gold in 
this country. 

Why, then, did the excess gold which was accumulated dur- 
ing the war remain with us; and why did more come period- 
ically throughout the postwar period? In the answer is to 
be found the key to our gold problem. 

Quite aside from the working balances which foreign in- 
stitutions normally require here in connection with commercial 
and financial transactions was another large aggregate of 
funds which had no necessary relation to normal trade devel- 
opment. These funds were sent here partly as a matter of 
convenience, largely because many foreign citizens or insti- 
tutions hesitated to invest in their own or other countries, and 
much was sent here for investment or speculation in our 
markets. 

Had it not been for these facts, the world never would or 
could have built up the large balance against us on short term 
account, or the enlarged potential claims attached to foreign- 
held dollar securities, which together caused many during the 
period of hysteria to question our ability to remain on the 
gold standard. 

Now, let us turn to our second question, namely: was there 
at any time a real basis for fear concerning our gold standard? 
We had in our possession more than enough gold to meet the 
foreign drain even if every foreign liquidable claim against 
our gold was cashed in. With respect to the outside world, 
our position could be made impregnable by utilizing the means 
already provided by the Federal Reserve Act. Of course, 
there never has been a nation that could not be driven from its 
standard at any time if enough of its citizens lost their heads. 
The question therefore was solely one of how many of our 
own people would lose their balance. 
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In our Reserve Act is a provision placed there by its found- 
ers to take care of abnormal situations, namely, section I1-c, 
providing for temporary suspension of the reserve require- 
ments. In other leading reserve banking systems there is 
some emergency plan for meeting temporary situations, and 
these plans have been used effectively in the past. Had we 
been able to avail ourselves of this provision sufficiently early, 
we could have demonstrated to the world the strength inhering 
in our gold position, and the gold outflow in all probability 
would have ceased well before we had approached the limit 
of our technically free gold (and our so-called free gold was 
only part of our excess gold, and of course back of that is a 
still larger amount). 

But there were unusual conditions which raised some ques- 
tion as to the possible effect upon our own people of the resort 
to this measure. Apprehension, initiated in some quarters by 
knowledge of the claim against our gold, but not of our means 
to meet the claim, plus a widespread fear of inflation, and an 
irrational, although apparently irresistible conclusion that all 
emergency measures necessarily tended to inflation, raised a 
doubt in the minds of some as to whether the hysteria might 
not attain such magnitude as to cause our own people in their 
ignorance to precipitate a temporary departure from the gold 
standard. It was an unparalleled and in a sense ridiculous 
situation: The wealthiest nation in the world, with the great- 
est stock of gold of all time, apprehensive lest the standard be 
jeopardized by use of the gold reserves for the very purposes 
for which they were accumulated. 

Many other aspects of this question would have to be con- 
sidered before a complete picture could be presented. I will 
simply say that our experience of the last twelve months 
raises a real question as to whether, exclusively by means 
utilized in the past, we can in the future always keep our 
monetary gold movements within limits which the mainten- 
ance of public confidence requires; and also as to whether, 
when large exports are impending, we can feel confident that 
the emergency provision will be availed of in time to prevent 
serious losses. It is not enough that we remain securely on 
the gold standard. We ought in the future to avoid the losses 
incident to apprehension concerning our standard. 
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The pre-war system whereby protection of gold reserves 
was effected independently by each nation by changes in the 
bank rate, is no longer adequate. The vast fund of short-time 
money created since the war by virtually swapping long-term 
loans for demand deposits or short credits, and the tremendous 
flows of short funds from one international money center to 
another that can occur in a short time, irrespective of discount 
rates, render impossible complete assurance of successful ad- 
ministration of gold reserves by relying exclusively upon the 
principles which were sound and adequate under the older 
conditions. 

This is not the place to discuss the specific means required 
to meet the problem. Any satisfactory solution obviously 
requires international action. 

Whether it may be necessary for us by our independent 
action to prevent excess funds from accumulating here by re- 
investing in other centers (some central banks invest in our 
market) ; or whether it may be necessary by a new method of 
computing Federal Reserve ratios or by other means prac- 
tically to segregate or earmark these funds when their accu- 
mulation promises to disturb our credit situation; or whether, 
as is to be hoped, we can through international codperation 
(either directly with the leading central banks, or through the 
Bank for International Settlements) effect the return of these 
funds, or reinvestment in centers where most needed—one 
thing seems clear: our own interest and the best interest of 
the rest of the world require that we do not again let too much 
of the foreign fugitive funds become a part of the base upon 
which we expand domestic credit. 

In short, I believe that the newer conditions in the inter- 
national monetary and credit situation require a new gold 
policy, the principal objective of which shall be adequate con- 
trol of the flow of fugitive international funds, to the end that: 
(1) we shall no longer be an unwilling agent in the maldis- 
tribution of gold; (2) we shall not again overexpand credit at 
home upon the basis of excess but fugitive gold; (3) the out- 
side world shall never again build up such a claim as to raise 
question in the popular mind as to the soundness of our mone- 
tary position. 

This control ought to be accomplished through interna- 
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tional codperation. The problem is by no means exclusively 
American. In view of the experience of the last few years 
it is not to be expected that other countries will be willing to 
return to the gold standard under the same conditions as 
following the war. Among the necessary conditions of the 
return of other countries to the gold standard are: some assur- 
ance of a reasonable distribution of gold; and such a control of 
international funds as shall not again jeopardize their 
standards. 

In view of the great problem of the relationship between 
price levels and debts which in part is a monetary problem and 
a world-wide problem, and in view of the uncertain status of 
the gold standard in other countries, I am convinced that 
much closer international codperation in monetary matters is 
required, and that because of our preponderating influence in 
world monetary affairs we should accept leadership. The 
necessity of Reserve Bank codperation with other central banks 
would seem to be obvious. And further, if the Federal Re- 
serve System is to accomplish the most possible (by monetary 
influence upon the price level) to reduce the weight added to 
debts here and abroad, it must be permitted freedom of action 
to codperate with foreign central banks. But as we advance 
to do our full share in international codperation (and I feel 
sure that we can well afford to go more than half-way in 
meeting other countries) the principle to be kept in mind is 
that one of the best ways to help the rest of the world as well 
as ourselves is to keep our own position sound. 

Now as to immediate policy. 


I] 


This depression may be divided into two parts: (1) the 
earlier part, which was a necessary correction of an overex- 
panded financial and business situation; (2) the later part, 
which was the demoralization that carried liquidation far 
beyond anything required to correct the previous over- 
expansion. 

The key to the later, and more serious, part of the crisis 
was the widespread mania for converting assets into cash or 


other liquid form. This was not limited to any one group of 
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individuals or institutions. It was nationwide. The amount 
of liquidation attempted was so large relative to the cash and 
other liquid assets available, as to render inevitable a con- 
tinued series of declines until the liquidation could be stopped. 
It was necessary therefore to find some means of stopping 
liquidation, and of inducing idle and liquid funds to return 
to investment channels. The several emergency measures 
adopted by the government had made considerable headway 
in accomplishing the first, but it became evident early last 
spring that if the second was to be accomplished, something 
must be done to inject new life into the investment markets. 

In turning to the records of past depressions, there could 
be found no case sufficiently analogous to give us a basis for 
a confident judgment as to what should be done. The records 
of the past, however, seem to establish a fair presumption that 
the pressure of excess reserves on the money market at the 
proper time injected new life into the situation. Now almost 
continuously during the past year the question had been con- 
sidered as to whether an injection of credit in quantities suffi- 
cient to exert a strong pressure of excess reserves would not 
accomplish the desired end. No one could possibly know 
when was the proper time, or how much pressure was required, 
but we had reached a point where vigorous measures were 
called for, and the purchase of government securities in large 
amounts by the Reserve System seemed to be the only sound 
method that had some promise of being effective. Outflowing 
gold gave added reason for such action. 

At that time the Federal Reserve began placing each week 
something like 100 million dollars of reserve funds in the 
market by the purchase of government securities. Part of 
these funds'served to offset the outflow of gold, and part 
eventually resulted in the accumulation of excess reserves by 
the member banks, which was accompanied by a rapid decline 
in money rates. 

With the improvement that soon set in you are all familiar. 
It is impossible to say how much of the improvement is to be 
attributed to this action. The apprehension later injected by 
the political campaign renders it impossible to know whether 
the favorable trend would otherwise have been entirely unin- 
terrupted. In so far as we can appraise the situation, it would 
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seem that the Reserve System was fully justified in the action 
taken. 

Now what of the immediate future? To a large extent 
credit conditions have reversed themselves. Gold has been 
flowing in, currency returning, new national bank notes going 
into circulation, and New York money rates have declined to 
the lowest level in history. 

Should the Reserve System reverse its policy, or should it 
maintain its present volume of government security holdings, 
and thus passively contribute to the continued pressure of 
excess reserves? I have not time to discuss the many aspects 
of this question. Two things however may be said. Suff- 
cient time has not elapsed to permit the full effect of the Re- 
serve action to be felt, even if there had been no interruption 
by the political campaign. The ultimate good to be gained 
from the successful completion of this program so far out- 
weighs any temporary inconveniences, that I believe the Fed- 
eral Reserve System should carry through, and not relax its 
pressure until the job is completed. 
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THE STRUCTURE OF THE BANKING SYSTEM 


PIERRE JAY 


Chairman of the Board, Fiduciary Trust Company of New York; 
former Chairman of the Board, Federal Reserve Bank of New York 


HE present banking structure of the United States is 
the development of about a century of “ free bank- 
ing”, as it was called in the 1830’s, under which 
almost any reputable group has been able to obtain a bank- 
ing charter. The structure, in its barest outlines, is as follows: 
There are about 18,750 banks which do business with the 
public. These consist of (1) national banks, (2) state banks 
and trust companies, and (3) mutual savings banks and private 
banks. With the last two, we are not greatly concerned. For 
mutual savings banks, with perhaps a dozen exceptions, exist 
only in the territory from Pittsburgh east and from Baltimore 
north ; while private banks, except for a few in the great cities, 
are a fast-disappearing element in our banking structure. All 
these banks start as local unit banks. But some now maintain 
branches: city-wide, county-wide or state-wide. A few even 
have branches in foreign countries. Moreover, in states where 
branches are not permitted, many unit banks have associated 
themselves together as “ groups” or “ chains”’, under central 
managements. Viewed externally, then, the banking structure 
consists principally of independent local units; but with a 
strong tendency towards branch banking, greatly accelerated 
during the past decade, and held in check only by legal or 
administrative restrictions. 

Viewed internally, all the banks, whether unit or branch, 
exercise some or all of these four principal functions—com- 
mercial banking, savings banking, fiduciary work and security 
distribution. The time limitations on this paper permit of 
no discussion of functions. 

Over every individual bank stands a supervisor, national 
or state, to endeavor to enforce the law and correct abuses. 

Back of the entire structure stands the Federal Reserve 
System, a codperative organization of the member banks, to 
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provide currency and a means of rediscounting paper, and 
authorized to exercise certain rights of supervision over its 
members. 


Bank Failures. Under this structure, the number of banks 
has grown and multiplied with the development of the country. 
Yet no year has been without its bank failures, and in every 
period of depression the failures have increased. In the last 
eleven years, 1921-1931, the failures have been so many and 
the losses so heavy as to challenge the soundness of a banking 
structure composed principally of local unit banks. To resort 
for a moment to figures, the number of unit banks in 1920, 
when they reached their peak, was over 28,500. Between 
then and now, over 10,000—or more than one-third—have 
failed. These failures are estimated to have involved about 
$5 ,000,000,000 of deposits, with actual losses of $1,500,000,000 
to depositors and $1,000,000,000 to stockholders. The effect 
of such widespread failures on the accumulation of savings, 
on local credits, on security markets and on confidence in 
general, has been devastating. It was primarily to check 
these bank failures that we had to create the Reconstruction 
Finance Corporation. 


Causes of Failure. From the best information obtainable 
concerning the bank failures of this eleven-year period, two 
general observations may be made: 

First, the vast majority of them were due to mismanage- 
ment reflected principally in over-lending, in exploitation by 
officers and directors and in some disregard of legal restric- 
tions. The present economic depression, following closely on 
that of 1920-21, has, of course, had an important influence, 
and the great reduction of all values has rendered banking 
difficult for every bank. But the supporters of unit banking 
cannot point to the depression as an alibi, since thousands of 
capably managed banks in all parts of the country have stood 
its strain and remained strong and solid. Nor does depreci- 
ation in bond values appear to have been an important element 
in actual failures except where inferior securities had been 
purchased for their high yield, particularly by banks paying 
high interest rates for savings deposits. 

The second observation is that about 80 per cent of the 
failures were those of very small local banks, having loans 
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and investments of less than $500,000 each. Banks so small 
as this are relatively expensive to operate. Their profits are 
negligible. They cannot pay for experienced management, 
even if it were locally available. Moreover, automobiles, 
good roads and the general tendency towards business con- 
centration are adding to their difficulties by taking banking 
business to larger places. 

If mismanagement was the principal cause of failures, it 
seems fair that the failure of bank supervision to correct it 
should also be assigned some secondary share in the respon- 
sibility for what has occurre On the other hand, I believe, 
though of course it cannot béyproved, that the supervisory 
organizations, both national and state, have never been so 
strong as in the past decade. But in assigning a share of the 
responsibility to supervision, it must be borne in mind that 
neither banking laws nor bank supervision can ever perform 
the positive function of assuring sound bank management. 
Bank supervisors do not manage banks and, at best, they can 
only perform the negative function of criticizing, after the 
fact, the loans and investments which bank managers have 
made; and only by extreme measures, which the laws seldom 
permit, can they make their criticisms effective if bank officers 
and directors are not codperative. In fairness to bank super- 
vision as an effective element in the banking structure, it 
should also be observed that under our so-called “ dual 
system ’’, partly national banks and partly state banks, there 
has been a growing tendency towards competitive relaxation 
of legal restrictions on banking; and towards competitive 
granting of charters, often without due regard to the experi- 
ence of applicants and to existing banking facilities; thereby 
creating over-banked places and unsound banking competi- 
tion. In addition, the ease with which a national bank, if 
criticized too severely, can convert itself into a state bank, or 
vice versa—a process which every supervisor naturally likes 
to avoid—has further tended towards less strict supervision. 

More broadly, however, recent banking failures have 
emphasized two inherent weaknesses of the unit local bank. 
First, that it is too much affected by local prosperity or 
adversity, particularly in places where there is a single 
interest, agricultural or industrial. Adequate diversification 
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of portfolio is lacking; there are too many eggs in one basket. 
Second, that the smaller the place, the less bank officers are 
likely to apply the perspective of general credit conditions to 
their local credit problems or to realize the necessity of a 
substantial element of liquidity in the portfolios. That some 
city bank officers have also been equally short-sighted does not 
alter the case. 


Remedies. The various remedies which have been sug- 
gested for this situation center about two proposals: (1) 
greater unification; (2) widespread branch banking. 


(1) Greater Unification. The most authoritative proposal 
for greater unification in the banking structure is that which 
the Federal Reserve Board unanimously made to the banking 
committees of Congress on March 29, 1932, as follows: “ It 
should be recognized that effective supervision of banking in 
this country has been seriously hampered by the competition 
between member and non-member banks and that the estab- 
lishment of a unified system of banking under national super- 
vision is essential to fundamental banking reform.” 

There can be no doubt that the proposal of the Federal 
Reserve Board, if it could be brought about, would be an 
important step in advance. There are today about 6,085 
national banks and 11,520 state banks (other than mutual 
savings banks). All state banks with sufficient capital have 
had the option for many years of either converting into 
national banks or of joining the Federal Reserve System. It 
is obvious, therefore, that unification of a banking structure 
whose roots go far back into our history could be brought 
about only by force. We have already twice exerted such 
force—first, when the National Bank Act was passed; and 
second, when the Federal Reserve System was created. Each 
accomplished its immediate objective, but neither has pre- 
vented bank failures. 

It should also be observed that unification within the frame- 
work of the National Bank Act would not reach the great 
mass of small state banks which now have insufficient capital 
to qualify as national banks. Their number would be further 
increased if the minimum capital of national banks were in- 
creased from $25,000 to $50,000 as the banking bill now 
before Congress proposes. Yet these very small state banks, 
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as already indicated, are the source of most of our bank 
failures. 

Clearly, there would be advantages in unification under 
national supervision. It would remove present competition 
between national and state authorities resulting in lowered 
legal restrictions, less strict supervision and lower standards in 
granting new charters. Nevertheless it appears to me not to 
go really to the root of the trouble. For, as already indicated, 
supervision is largely negative and exerted after the fact. 
Even the proposal of the banking bill to permit the Federal 
Reserve Board to remove officers and directors of banks which 
engage in unsafe or unsound practices does not provide safe 
and sound officers or directors to take their place. What is 
really needed is something positive, namely better bank man- 
agement. The small banks, I am convinced, can neither find 
nor afford better management except through a change in the 
banking structure which will permit them to be operated as 
branches of a larger bank. 


(2) Widespread Branch Banking. This leads directly to the 
second proposed remedy for the recent flood of bank failures, 
namely widespread branch banking. This in itself would 
doubtless bring about, not by force but by evolution, an 
important measure of unification. A large bank with branches 
could hardly afford not to be a member of the Federal Re- 
serve System. Moreover, the unification would probably 
occur largely within the framework of the national banking 
system, since only the National Bank Act is capable of per- 
mitting branches freely to cross state lines unless, indeed, such 
Federal branch legislation should stimulate some of the states 
to offer reciprocal branch bank courtesies among themselves. 

Advantages of Widespread Branch Banking: (1) It would 
offer to small communities, as well as large ones, the banking 
services of institutions sufficiently large to be able to hire 
competent and experienced management. 

(2) The portfolios in which the deposits of small com- 
munities would be invested would be diversified instead of 
mainly local; and under any reasonably conservative manage- 
ment they should also have a substantial element of liquidity. 


(3) In addition to present outside supervision, the branches 
[155] 


16 STEPS TOWARD RECOVERY [VoLt. XV 


would be subject to continuous internal supervision. This 
would be really authoritative supervision because it would 
have power instantly to change local management wherever it 
was proving unsatisfactory. Head-office control over the 
larger loans should tend to check over-extensions of local 
credit, which have proved to be as ruinous for local borrowers 
as for local banks. And head-office purchase of securities 
should be more expert and conservative. 

(4) Branches could be opened tentatively in small places 
and later withdrawn if they proved unprofitable. Under unit 
banking, such small local banks, once established, seldom 
withdraw except by failure. 

Objections to Widespread Branch Banking: (1) The 
traditional American prejudice—one may almost say fetish— 
in favor of the administration by local bankers of local de- 
posits and credits, and against allowing a distant banker to 
say when and how much a local man may borrow. 

(2) The fear that local deposits may be drained away and 
loaned in larger cities. 

These I believe are the objections usually advanced, and 
they are closely allied. In theory there is much to be said 
for both of them. In actual experience, however, they largely 
disappear. Cases can doubtless be found under existing 
branch banking, here and in other countries, where local bor- 
rowers do not get all the credit to which they consider them- 
selves entitled and where local funds that local people would 
like to borrow are sent away or otherwise invested or loaned. 
Such complaints have arisen under unit banking also. As 
late as 1928 and 1929, when local banks were extending large 
local credits which later proved disastrous to both lender and 
borrower, one frequently heard both these complaints. In the 
main, however, banks with branches, like unit banks, are in 
business to make money; rates for local credits are nearly 
always higher than money market rates; and the fastest way 
a branch can grow and become profitable is by making all 
the good local loans it can. Moreover, backed by a larger 
capital, the branch can extend larger individual credits than 
the local bank, and it can draw on the head office for additional 
funds when local credit requirements exceed local deposits. 
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(3) There is this further objection—that if a bank with 
say one hundred branches were to fail, every one of its offices 
would close, whereas if each of its offices were a local bank, 
probably a fewer number of them would fail. This, to my 
mind, is the one fundamental objection to branch banking over 
a wide area. There is, of course, no way of assuring sound 
management for all banks having widespread branches. But 
to shrink from branch banking because of this risk is to yield 
to a counsel of despair. Both Great Britain and Canada, 
where, as with us, deposit banking prevails, have had failures 
of banks with branches. But the percentage of their resources 
involved has been so much less than in our unit bank failures 
that the answer to this objection is reasonably satisfactory. 
In Canada, for example, where recent economic conditions 
have closely paralleled ours, there has been but one failure, 
involving 78 branches, in the past eleven years, while we have 
had over 10,000 failures. In Canada this failure affected 
about % of 1 per cent of the average banking assets during 
the period, while about Io per cent of the assets were affected 
by our failures. 

Experience shows that the lending and supervisory organ- 
izations which banks doing extensive branch banking have to 
maintain and can afford to maintain contribute powerfully in 
themselves towards careful management, while the wide area 
covered brings diversification of risk. 

Progress of Branch Banking in the United States. What- 
ever the arguments in favor of and against branch banking 
may be, the fact is that during the past eleven years the 
number of branches has greatly increased and would have 
gone much further but for legal and administrative restric- 
tions; many groups and chains have been formed awaiting the 
necessary authority to convert into branches; the course of 
events has greatly weakened the opposition of the smaller unit 
banks; and the banking committees of Congress have intro- 
duced a bill providing that a national bank may establish 
branches within its own state and fifty miles beyond its 
borders. Thus, as a remedy for the obvious weaknesses of 
unit banking, we appear likely soon to embark upon branch 
banking side by side with unit banking. If and when we 
take this fundamental step towards a far-reaching change in 
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our banking structure, it seems important that we should take 
the step not tentatively or half-heartedly but fully convinced 
of its desirability as a national policy designed to afford better 
protection to deposits. 

Conditions of Success. Like many other supporters of unit 
banking, I have been forced by recent events to change my 
views, and I now regard branch banking as the only funda- 
mental remedy for the demonstrated weaknesses of unit bank- 
ing, particularly in the smaller places. But to become an 
effective instrument of national policy branch banking should 
be permitted to develop under conditions most favorable to 
its success. These conditions involve questions of: (1) area; 
(2) supervision; (3) competition with unit banks. 

(1) Area. Under the banking bill, a national bank may 
establish branches anywhere within the limits of its own state 
and within contiguous territory fifty miles outside. This pro- 
vision, while a tremendous step in advance, still savors of 
half-heartedness. If we are willing to go this far, we might 
better recognize at the outset that state lines are usually 
political rather than economic; and that we shall soon have to 
amend the law to permit branches over more natural trade 
areas, as ex-Comptroller Pole recently recommended. To 
shut our branch banking up in forty-eight separate compart- 
ments as if it were something we feared, is to ignore the 
experience of all the other countries of the world where, as 
far as I know, there is no territorial restriction. This does 
not mean thct I would contemplate for the United States, even 
for the distant future, branch banking which covered the 
entire country. Distance and sectional feelings are against 
it; proper diversification does not require it; and obviously 
there must be some limits. But surely all will agree that a 
state—plus fifty miles—will in many cases prove a limitation 
that has elements of unsafeness. In states overwhelmingly 
agricultural, for example, state lines will render it difficult to 
attain that fundamental requisite of branch banking —a 
diversified portfolio. The limits, it seems to me, should be 
sufficiently wide, and more than this, sufficiently elastic, to 
permit of sound diversification. The twelve Federal Reserve 
Districts approximate natural trade areas, in spite of some 
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arbitrariness, and they appear to me to be the most practicable 
limits within which to work. But the Federal Reserve Board, 
which under the proposed bill is to authorize all branches, 
should, it seems to me, be empowered to allow branches to 
overstep district lines when necessary to cover trade areas or 
to assure diversification. This would reduce maximum branch 
banking areas from forty-eight to twelve, without, however, 
placing any limits on the number of cities from which branch 
banking might proceed. No one can foretell, from experience 
elsewhere, what the evolution will be in this country or in its 
various sections. The important thing is, from the outset, 
to give it natural scope rather than to restrict it to artificial 
boundaries so that we do not foster unnatural and inadequately 
diversified branch systems which it may be difficult later 
to alter. 


(2) Supervision. Widespread branch banking introduces 
into the structure the possibility not of more bank failures, but 
of larger and more serious failures. The banking bill wisely 
provides that the establishment of every branch shall be sub- 
ject to the approval of the Federal Reserve Board. This 
places both properly and squarely upon the Board and the 
Federal Reserve Banks the primary responsibility for the 
sound development of branch banking. It seems important 
that they should also have authority .to prevent weak state 
institutions with branches from becoming members of the 
Reserve System by conversion into or consolidation with 
national banks. Whether the branch banking institutions 
which are permitted to develop shall be strong and sound or 
shall merely represent a cross section of existing unit bank 
management depends, in the main, upon the standards which 
the Federal Reserve Board sets up as a guide for its action, 
and the rigidity and ruthlessness with which it declines to 
authorize branches for any bank whose past record and 
policies have not been sound and safe. There should be no 
place in branch banking for officers or directors who seek to 
operate banks in their own selfish interest. And there is no 
question that the public is in a mood to give full support to 
ruthlessness exerted in the public interest. 

The supervision of these larger institutions will bring 
heavier responsibilities to their supervisors. But on the other 
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hand, with fewer units to supervise, more concentrated atten- 
tion can be given; and the ability of these larger institutions, 
both to find and to pay for good managers, should remove 
one of the present difficulties in the supervision of small local 
banks. 

A second element in the development of branch banking is 
the speed with which it proceeds; and it is possible that here 
again the Federal Reserve Board may be able to exercise a 
restraining influence. Proper organizations to manage branch 
banking systems cannot be developed overnight. Some un- 
satisfactory situations would be likely to occur if a com- 
petitive scramble for branches, such as has recently taken 
place in certain areas, should be repeated over the country as 
a whole. Fortunately the present difficult period favors 
moderation in the speed of establishing branches. 

A third factor, with which no national or state supervisor 
has yet been able to cope, but with which it is to be hoped 
the Federal Reserve Board may find a way to deal, is the 
competitive paying of high rates of interest on deposits, 
particularly savings deposits. Where not controlled by 
clearing house or other arrangements, these rates have quite 
generally led directly to the purchase of inferior bonds with 
high coupons, among which, on the law of averages, the 
mortality is high. 

(3) Competition with Local Unit Banks. The initial estab- 
lishment of branches will doubtless proceed along the lines 
of least resistance by absorbing local unit banks. Many 
strong local banks, however, may decline to become branches 
and the question will then arise whether a larger institution 
should be permitted to put a branch in such places. While 
the size of the place will have a bearing on the decision, I 
should like to express a purely personal view that as sentiment 
in small places will naturally favor the local bank, the willing- 
ness of a strong well-managed bank to maintain a branch 
alongside the local bank should at least be an important 
presumption in favor of granting the application. Certainly 
in the medium-sized places, there will be many such cases, 
while in the larger places, there may well be several branches 
and several purely local banks as well. Perhaps this is going 


beyond my province and attempting to look too far ahead. 
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But if we finally and deliberately decide to permit widespread 
branch banking as the best means of strengthening our bank- 
ing structure then it seems to me that it should not be 
regarded as a monster to be caged and hampered. Provided 
a bank has good management, it should, in general, be allowed 
to bring its services and advantages to those places where its 
managers think they can profitably operate. 

This closing thought serves to emphasize my belief that 
changes in the banking structure should be approached 
primarily from the standpoint of safety of deposits rather 
than from the standpoint of amount of credit to be extended 
locally. Too often in the past the latter has appeared to be 
the primary objective of banking legislation. With full recog- 
nition of the fact that loans create deposits, we shall be on safe 
ground, nevertheless, if we paraphrase the familiar English 
adage, and say, “ Let us take care of the deposits and the 
loans will take care of themselves.” 
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INTERNATIONAL MONETARY PROBLEMS 


THE HON. ROBERT H. BRAND, C.M.G. 


Of Lazard Brothers and Company, London; British Member of 
the Standstill Committee 


T would obviously be impossible for me to discuss intelli- 
gibly in twenty minutes all aspects of the huge and 
complicated international monetary problem. I do not 

intend, indeed, to discuss currency questions at all, but rather 
one or two problems which lie at the base of most of our 
monetary troubles. 

You are, I expect, all weary of explanations of the crisis. 
The subject matter is so extraordinarily complex that a com- 
plete explanation is difficult and still more difficult the 
remedies. I sympathize indeed with the recent speech of the 
Governor of the Bank of England when he said he did not 
see his way through the maze. At the same time, speaking not 
as an economist, but as a practical banker engaged day by day 
in international finance, I have come to certain broad conclu- 
sions which may or may not be of value but which I should 
like to put before you. 

You have often heard that the crisis is due to the scarcity 
of gold. I have never believed that and I think this explana- 
tion can be dismissed. Many of the evil developments have 
arisen, it is true, from the maldistribution of monetary gold of 
which two countries, the United States and France, hold be- 
tween them about $7,000,000,000 or $8,000,000,000 out of a 
total of between $11,000,000,000 or $12,000,000,000. But 
the fact of this striking maldistribution tells nothing, unless 
one seeks for the underlying causes of it. 

You have often heard, and this indeed is a very popular and 
widespread opinion, that the crisis is a crisis of overproduction, 
that we are suffering from our rapidly growing capacity to 
produce, that we are starving because we have too much wealth. 
I do not hold this view. I certainly would not deny that the 
greatly improved methods of wealth production and their 
extended use in many new countries bring with them, as they 
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have always done for the last 150 years, very difficult prob- 
lems and require on the part of the business world great 
powers of change and adjustment. I would not deny that this 
cause has intensified, perhaps greatly intensified, the crisis in 
which we find ourselves. But I certainly do not think it is 
the root cause. Had we never had the Great War, I am con- 
vinced that day by day, week by week, month by month the 
necessary adjustments would have been made without too much 
suffering, certainly without a collapse of the whole inter- 
national monetary mechanism, and that we should have seen 
not a reduction by more than half of the world’s international 
trade, but rather its constant growth. No. I attribute the 
crisis to the dislocation caused by the war and by post-war 
policy. I do not think we appreciate the extraordinary com- 
plexity of the world, now that it has yearly been drawn closer 
and closer together, or the delicacy of the international credit 
fabric. In normal times and after many years of peace, the 
world’s monetary and price structure and the current debit and 
credit relationship between the different nations acquires a 
certain stability, which enables the vast mass of individuals 
and institutions engaged in business to work very satisfactorily 
more or less as bees work, quite unconscious, so to speak, of the 
honeycomb which has been provided for them by this stable 
structure. It is this comb which has been smashed since 1914. 
Governments are now engaged in the task of trying to recreate 
it, and there is a large mass of opinion which wants them to go 
further and make the honey itself. Indeed one of the most 
profound cleavages of opinion today is between those who be- 
lieve it is best that human beings should work—subject no 
doubt to many qualifications—more or less as bees or ants, 
provided with as stable a monetary structure as possible and 
guided in the main to right decisions by the economic forces 
of price and interest, and those who believe that the activities 
of whole nations should be consciously determined by the 
reason and foresight of the supermen, whom their natural 
intelligence will lead them to choose as their governors. 
Personally my belief is that whether these supermen are 
Russians or others we shall require a few more thousands of 
years of evolution before human beings are completely equal 
to the task. This however is by the way. 
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Now my view is that the Great War had the same effect on 
the world’s economic and financial structures as a man has on 
an ant-heap when he takes a stick and pokes it into complete 
confusion. Who would expect it to be restored except after 
all the infinite number of connections and strands had again 
been painfully restored? 1 believe indeed that our present 
complicated economic structure cannot stand war or enduring 
hostility between great nations, and that we have to choose 
between a generous friendship between them, or a simpler form 
of civilization and less international intercourse, which would 
involve a lower standard of life, in some countries might call 
for a large reduction in population, and in the transition period 
at any rate would be fraught with great social dangers. 

Out of all the dislocations and disequilibria produced by the 
war I am today however only going to deal with one, namely, 
the dislocation caused in the relations between debtor and 
creditor nations and in the consequent process of the inter- 
national lending of capital. The war ended up with some 
nations richer and a good many nations much poorer than 
before; some nations that had been debtor nations were 
creditor, and others which had been creditor nations were 
debtor. The world was entirely changed. If human beings 
had been all-wise, what would they then have done? They 
would have recognized that we all grow rich or poor together, 
that riches acquired out of other people’s poverty are not last- 
ing, and they would have attempted so to act as to bring up 
the poorer nations more nearly to the level of the richer, so 
that we all might march along step by step. They would have 
placed as few burdens of debt as possible on the poorer nations; 
the creditor nations would have used their surplus not in 
importing gold in huge quantities, not even in lending back 
the surplus at high rates of interest to the debtor countries, 
but more largely at any rate in buying goods from them. In 
other words, we should have tried to restore equilibrium as far 
as possible by buying and selling, and not by lending and 
borrowing. France would have gladly seen Germany recover 
and the United States Congress would have cancelled War 
Debts by acclamation. 

No doubt such a procedure would have demanded from 
human beings far greater foresight and magnanimity than they 
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are accustomed to display. But, unfortunately, these are the 
sort of qualities which in the future they will have to display 
if our civilization is to progress smoothly. 

This process of international lending has never to my mind 
been sufficiently studied by the economists and I would like to 
see one or two first-class economists devote all their attention 
to it. 

Before the war, as you no doubt all know, England was the 
greatest creditor nation; France came second; and Germany 
third. I have been a banker only for twenty years or so, and 
it is an indication how far we have traveled in that time that 
I can remember American dollar loans, I think for American 
railroads, being issued in Berlin. These creditor countries had 
developed over years a more or less steady lending program; 
the loans were made in the main to developing countries, which 
were growing fast themselves in wealth and which found then 
that they could sell an increasing amount of commodities 
abroad to cover the service of the loans, while the creditor 
countries were enabled by these loans to increase the export 
of their own more finished products. In other words, the 
trade in commodities moved in harmony with the international 
lending and moreover the chief lending country was a free 
trade country constantly increasing its imports. Even so, 
however, I do not feel certain whether these great international 
loans represented a really permanent process. I am not sure 
how long the borrowing countries could have gone on borrow- 
ing, or rather whether the only method of their meeting the 
service of their loans was not to go on borrowing, and at a 
constantly greater rate. However that may be, the plan worked 
harmoniously up to the war and, what is all-important to note, 
these loans and the import and export trade which accom- 
panied them enabled the creditor and debtor nations to balance 
their positions with relatively small movements of gold, and 
therefore without encouraging or compelling great inflationary 
or deflationary movements or endangering the international 
gold standard. 

The war destroyed this whole process. The relative creditor 
and debtor position of the different great nations was violently 
altered. The United States became almost in a night a 
creditor rather than a debtor nation, and the seeds of important 
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future developments were laid in the consequent big gold 
imports into the United States during the war. The war ended 
with the defeated nations heavily debtor; with France even 
for a short time on the debtor side; and with England’s 
creditor strength diminished. The United States continued 
her great export trade, which had been built up since the 
war, and other nations being also heavily indebted to her in 
other ways, she continued to take part of her surplus in the 
form of gold imports. 

These gold imports due to the unbalanced creditor position 
of the United States during these years formed the basis, I 
think the indispensable basis, of the subsequent over-inflation 
of credit and resulting boom, which in its collapse has been so 
preponderant a cause of the world’s present troubles. This 
however is anticipating. The post-war creditor and debtor 
position would have been unbalanced anyway, but this evil was 
of course greatly intensified by the Reparations and War Debts 
payments and, in particular, by the fantastic Reparations 
demands. The extreme pressure on Germany over years 
brought about the huge depreciation of the currency ; this led 
to Germany’s “ auction sale”’, which depleted her of working 
capital, and into this vacuum flowed inevitably later the loans 
long and short made to her by European creditor countries and 
particularly by the United States. The effort was made to 
balance the disequilibrium between the creditor position, 
particularly of the United States, and the debtor position of 
other countries by lending and borrowing on a large scale. 
The United States, indeed, encouraged by the internal growth 
of credit, lent more than her surplus, balancing her position by 
taking short-term deposits from the whole world. 

Before 1925 the creditor countries—namely England and 
the United States— made loans mainly to non-European 
countries, e.g., South America, Australia, Canada and so forth, 
encouraging the production in the main of food and raw 
materials. After 1925, when European countries showed more 
currency stability, the loans flowed largely to Central Europe 
and Europe in general developed her production up to the pre- 
war level, without too much regard for the production which 
had been stimulated in non-European countries. 

About this time another unbalanced creditor position began 
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to cause trouble. France had no doubt been a creditor nation 
for some years, while her currency was depreciating. But she 
made no loans abroad, her nationals preferring to build up 
balances abroad and particularly in the United States. On 
the stabilization of the franc these were repatriated, and since 
by this time the borrowing countries were getting a bit shaky 
and also French taxation almost prohibited foreign issues in 
Paris, no loans were made and the repatriation took the form 
of huge gold imports. 

This development more or less coincided with the period 
when the boom in the United States had persuaded the Ameri- 
can investor that there was more money to be made at home 
than in buying foreign issues and indeed persuaded multitudes 
of investors in debtor countries that they had better take a 
hand in the game and remit their money for investment or 
speculation, whichever you like to call it, in New York. 
Consider, therefore, what was happening to the debtor 
countries in the world in these years and months before the 
end of 1929. Many of them had become used to and had 
based their whole economy on a constant flow of loans; these 
loans began to dry up, particularly those from the United 
States, owing to the progress of the boom. Their whole econ- 
omic and financial life began to be thrown into confusion and 
the prices of their products began to fall. On the top of this 
France had been extracting huge amounts of gold from the 
world. On the top of this the American boom sucked capital 
back even from the debtor countries. And on the top of all 
that, after prices had begun to fall in Europe and elsewhere, 
the security boom collapsed. It was this collapse which to my 
mind more than anything else caused the unparalleled fall 
in prices. 

My object in giving you this short historical résumé is to 
try and convince you of what I believe, namely, that the crisis 
is due in the main to the lack of balance between creditor and 
debtor nations. The boom in the United States was due to 
her being too largely and too suddenly a creditor nation; it 
was the inflation of credit based on her gold imports that led 
her at first to over-lend abroad; the over-borrowing by other 
nations with all its consequences was due, in the case of Europe 
at any rate, to their being in too unbalanced a debtor position, 
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and both these results flowed inevitably from the war and 
after-war policy. It is because this is my view that I never 
agree with those economists and bankers who do not attribute 
much importance to Reparations and War Debts. Both, and 
particularly Reparations, profoundly accentuated an already 
very difficult problem. The characteristics of this period 
therefore, compared with the pre-war era, were the much more 
violent fluctuations in the movements of long-term capital from 
creditor to debtor nations, and short-term capital back to the 
creditor nations, the far greater amount, in consequence, of 
short-term deposits ready to be transferred at a moment's 
notice, and the far greater movements of gold. Since the 
proper working of an international monetary standard depends 
to my mind on the accounts between nations being balanced 
with only comparatively small movements of gold, it was to be 
expected that these developments would end in the collapse of 
the gold standard. 

In the last two years or so the underlying development has 
been, I believe, that debtor and creditor countries are being 
forced, in the most drastic manner, to find a new equilibrium 
and it appears that it can only be found, not perhaps at zero, 
but at a much lower level of international trade. Creditor 
countries are being deprived of their surplus, because the 
debtors cannot either buy their goods or pay their debts, and 
debtor countries by not paying their debts or not buying 
imports are painfully diminishing their deficit. The task 
before a debtor country reminds me very much of that which 
has faced so many banks in all countries. Their one task in 
the storm was to meet their obligations. New business, exist- 
ing assets, all had to be thrown overboard. The same ruthless 
measures had perforce to be taken by the debtor countries. 
Imports had to be sacrificed wholesale and, since one country’s 
imports are the other’s exports, all trade went down together 
and with every step in the process the pressure became ever 
greater. 

We are moving no doubt in the direction of reaching a new 
equilibrium, but we seem still a long way from it and there 
are some big rocks ahead. The debtor countries are still 
unable to meet their obligations, gold is still flowing toward 


the United States, and international trade continues to decline. 
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Above all the Reparations and War Debts problems remain 
unsettled. 

These are the circumstances in which, unfortunately, the 
War Debts problem has again to be discussed. It is not my 
purpose to deal with it here beyond pointing out that insistence 
on the transfer at the present of large sums must postpone 
equilibrium and intensify all the evils which have arisen from 
what I call the unbalanced debtor and creditor position. One 
despairs sometimes of it ever being possible to get an under- 
standing in the minds of the public at large of the real problem. 
I am reminded of what Mr. J. A. Spender, a well-known 
English editor, told me years ago: He was traveling by train 
in the Middle West and discussing with a business man the 
War Debt problem. After a heated argument, he finally said, 
“Well, which is it you want? Do you want our goods or our 
gold? You must take one or the other.” The business man 
replied, ““ We don’t want either; we want your money.” 

Let me take for a minute the position of England. So great 
has been the fall in our “ invisible exports ”, shipping freights, 
interest and dividends on our foreign assets, banking commis- 
sions, and so forth, that without our making any foreign loans 
and at our present level of imports and exports, and leaving all 
short-term capital movements out of account, we are, I think 
there is no doubt at the moment, daily running into a con- 
siderable debit on our current balance of payments. If, there- 
fore, War Debts, which in sterling now amount to, say, £50,- 
000,000, are to continue to be paid out of our current annual 
earnings, and if we exclude the method of paying you merely 
by shipping all our gold, we must, unless there is an immedi- 
ate world improvement, find the means either by an increase 
of exports or a reduction in imports. 

For this purpose there are, I think, only two courses open 
to us. One is drastic deflation, reduction of wages and all 
other costs, so as to depress our internal price trend, which 
would enable our exporters to sell more in competition with 
other countries, and at the same time make our market a less 
favorable one for imports; the other is a definite regulation 
and diminution of imports along the lines Germany and other 
countries have been forced to follow in order to maintain their 
currency. Or in the alternative, of course, we can sit by and 
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watch the depreciation of sterling. All these courses would be 
in my opinion very damaging to ourselves and to the world at 
large, not excluding the United States. Gold prices would 
again be forced down as they were when we went off gold; all 
the problems of internal indebtedness, which face you and 
other countries, would be accentuated. Unemployment would 
probably be increased everywhere and production diminished. 
Just at a moment when things are beginning to look up and 
confidence is returning, the world would receive another 
smashing blow. I believe it is difficult to exaggerate the 
dangers. 

If, however, we exclude for the moment War Debts, are 
there any other methods by which the process toward an 
equilibrium can be helped? 

It cannot be done to my mind by any public lending at the 
present time on the part of the creditor countries to the debtor 
countries. For one thing the investor cannot be induced to 
lend and for another the debtor countries are already sunk in 
debt. That process, it seems to me, can only begin again when 
we are nearer to an equilibrium and the debtors can see their 
way more clearly. Nor can progress toward equilibrium be 
made by the debtor countries trying to improve their position 
by further deflation so that their goods may be so cheap that 
they jump the tariffs of the creditor countries. 

Progress can however to my mind be made if the creditor 
countries will lower their tariffs, or if by a rise of prices 
internally their market becomes more profitable to foreign 
importers. 

In some way or other creditor countries, if they are to con- 
tinue to have any export trade, must let the debtor countries 
live and import into their markets so that these in turn can buy 
the creditor’s exports. 

It is very difficult for a real movement toward improvement 
to come from the debtor countries. Their first aim must at 
present be to pay their way. They can continue to improve 
their own internal position but the improvement must be short- 
lived unless they are helped from outside. I think myself 
that your great country is the best situated to help. You are 
sufficiently independent of the world to be able to get going 
on your own account. World prices might then begin to rise, 
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international trade would then slowly recover, and indebted- 
ness all over the world would be lightened. But nothing of 
this kind can take place if the world is again to be thrown 
into confusion. 

I have tried in too short a space of time to deal with too big 
a subject and you may perhaps say that I have not dealt at all 
with the subject of my title, “ International Monetary Prob- 
lems”. But that is not so. The matters I have dealt with 
are the real underlying influences in monetary problems. I 
consider a restoration of an international monetary standard— 
and I think it must be the gold standard—of the first import- 
ance. But that cannot be while the relations between debtor 
and creditor countries remain so obscure, and while the future 
level of gold prices is so uncertain. I believe we are still a 
long way from the time when England can safely tie sterling 
to gold again. A relationship between countries must be 
restored whereby the price level is more stable and whereby 
balances can be settled by only small movements of gold, and 
so that a settlement with creditor countries does not enforce 
constant deflation on the debtor countries. Until then we in 
England must do our best to maintain the internal stability 
of sterling and, so far as our interests permit, the stability of 
sterling in relation to gold currencies. The problems I have 
dealt with are in my view therefore the real underlying prob- 
lems. We are, I hope and if politics do not prevent it, on our 
way to a more stable equilibrium. But a big swell at sea does 
not subside at once, and we have still a long way to go before 
we reach the stability of pre-war days. 

Finally, I would state my conviction that unless the great 
democracies through their rulers can appreciate each other’s 
problems and recognize that we all, even the strongest of us, 
sink or swim together, we may still be moving away from 
rather than approaching the return of prosperity. 
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ECONOMY IN FEDERAL GOVERNMENT 


THE HON. LEWIS W. DOUGLAS 
Congressman from Arizona 


HE World War and its termination let loose a host of 
economic factors which are now becoming sharply 
silhouetted as contributing to if not actually causing 
the intensity of the present world-wide decline in commercial 
activity. Debts, an inevitable aftermath, have imposed 
heavy interest and amortization charges upon national 
treasuries. Pensions and other payments to World War 
veterans make up an almost equally heavy burden upon 
national incomes. But this is not all. Though, had there 
been no war, additional national expenditures might have 
been undertaken as a natural incident to technological de- 
velopments and to tendencies inherent in democracies, never- 
theless it is probably true that the war accelerated the expan- 
sion of budgets. It may be unfair to impose upon the war 
this responsibility. But whatever the cause, the naked fact 
remains that since the war national budgets have increased 
many times in size while the cost of local governments has 
increased, in this country at least, by an even greater amount. 
This situation would have contained no great element of 
danger had national incomes risen with governmental costs. 
When, however, the commodity price level began to decline, 
and finally took a sudden plunge, and when as a result, and 
as an effect of many other factors exercising their influence 
coincidentally and in the same direction, national incomes 
declined correspondingly, then the cost of governments. be- 
came and still is a matter of grave importance. 

In almost every nation budgets fell out of balance—some 
with resounding and continuous crashes. Where no efforts 
or merely feeble attempts were made to bring them into 
equilibrium not only the governmental credit suffered but the 
credit of industrial agencies too became impaired. And the 
effects were felt not only intra but also internationally. In 
some instances uncontrolled inflation of currencies resulted. 
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The effects were cumulative, intensified and almost ruinous. 
They forged links in the chain binding the world to the 
depression. 

Where substantial efforts were made to bring expenditures 
within revenues the emphasis more frequently than otherwise 
was placed upon increased taxes, new methods of deriving 
revenues, rather than upon curtailment of costs. 

Where the methods adopted were in the form of property 
taxes the margin of profit, already low, was reduced or 
eliminated, production was curtailed, unemployment in- 
creased, consumption diminished. Another force tending to 
retard rather than to encourage recovery was set in motion. 

Where the method adopted was in the form of sharply 
increased income taxes, though the effect was not so apparent, 
nevertheless it was evidenced in a decline in consumption, a 
reduction of capital available for investment in productive 
enterprises. There followed curtailment in production, in- 
creased unemployment, further decline in national income and 
further retardation of recovery. In this connection it is 
relevant to refer to an argument sometimes made to the effect 
that since we now suffer from overproduction there is no 
necessity for capital investments in productive enterprises and 
therefore there is no injurious effect to be feared from elevat- 
ing income taxes to the very maximum. Without here 
questioning the soundness of the theory that overproduction is 
the cause of our ills, it is pertinent to remark that the argu- 
ment is predicated on the assumption that industrial technique, 
manufacturing processes and human desires are static, that 
they do not change, that there is no necessity for either 
developing new and cheaper methods of production or manu- 
facturing both new commodities and modifications of old ones. 
That this assumption is refuted by experience is obvious. 
I call attention to our experience with the automobile, the 
radio and the airplane. 

The mere imposition of new taxes or substantially higher 
old ones as principal methods of bringing budgets into equili- 
brium, though the better course to pursue when compared with 
that of continuously spending beyond income, nevertheless has 
unfortunate effects strangely mixed with the good—the good 
represented by a balanced budget, the bad evidenced by a tax 
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burden ranging, according to the government, from 20 per 
cent to almost half of the total national income. 

If expenditures increase as they have during the past decade 
and if national incomes continue to decline, it will not be long 
before the entire world income will be absorbed in taxes. The 
same result will be attained, though within a longer period, 
if costs follow their present trend and if national incomes 
remain constant. This is not an encouraging picture. History 
has demonstrated too frequently the serious consequences of 
heavy tax burdens for us to lightly pass over, to ignore those 
now imposed. 

It is therefore at this point that economy in government 
assumes a position of importance, not only in and of itself 
but also as the method upon which emphasis should be placed 
in restoring the balance between governmental expenditures 
and revenues. 

But there is another reason for the importance of retrench- 
ment. If the diversion of too large a portion of national in- 
comes to meet the expenditures of government is an influence 
retarding recovery, it not necessarily but in all reasonable 
probability follows that a reduction in the amount so diverted 
will at least lay a firmer foundation for economic revival. 

How is this foundation to be laid? An examination of 
national budgets discloses two general categories of expendi- 
tures. In the first is to be found those which have to do— 
(1) with unemployment insurance funds or in their absence 
with unemployment relief; (2) with expenditures for the 
general social welfare such as for example, education; (3) 
with payments to veterans of past wars; (4) with aids to 
industry, commerce and agriculture; (5) with the police force; 
(6) with the construction of public works. 

Though the extent to which these items absorb national 
incomes and throw budgets out of balance has an important 
bearing upon the credit of a given government and therefore 
is not purely domestic in effect, nevertheless a reduction in 
them is a matter of purely municipal action. 

That substantial reductions in our federal budget can be 
effected is made clear by an examination of these expendi- 
tures. Within the items listed as aids to industry, commerce 
and agriculture there are to be found large sums devoted to 
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futile attempts to lift off the market surplus agricultural crops 
and almost equally large items designed to increase the pro- 
duction per acre; important items for the purpose of encour- 
aging a foreign trade made impossible elsewhere in the statutes 
by a tariff law that is almost an embargo. Within the field of 
public works there are items for the construction of great 
arterial public highways to be used by competitors of the rail- 
roads to whose assistance the government has already come 
and in the future may be compelled to come, to a greater 
extent, in order to preserve a part of our financial structure. 
And within the same field there are items for the construction 
of at least one great project designed to increase the arable 
acreages and surplus agricultural crops for the attempted dis- 
posal of which in another field large sums are expended. 
These few examples are indicative of the amazing inconsist- 
encies to be found in our budget. In some measure they 
contradict, nullify one another. 

But there is another reason for holding firmly to the belief 
that economy can be accomplished. Only 25 per cent of our 
budget goes to service the public debt. The remainder or 
75 per cent is clearly susceptible to reductions. Within that 
75 per cent there are such items as payments to veterans and 
the administration of a Veterans’ Bureau. But there is no 
reason why either the administration of that bureau or com- 
pensation and pensions must be considered to be so sacred 
that to them there may not be applied a horizontal reduction 
or the elimination of obvious and patent inequities. And 
within that same 75 per cent of the budget there are items for 
the national defense. Here too, in the absence of an inter- 
national agreement limiting armaments, smaller economies 
can be effected through increased efficiencies. And after dis- 
posing of these two substantial items amounting to approxi- 
mately 42 per cent of the budget there remains another 33 
per cent devoted to various activities all susceptible of sub- 
stantial reductions or even elimination. One of the most 
important is that having to do directly and indirectly with 
prohibition. Surely then it cannot be successfully maintained 
that with only one quarter of the budget absorbed in literally 
fixed charges the expenditures included in the remaining three 
quarters cannot be reduced. On the contrary this statement 
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coupled with the examples here given of extraordinary in- 
consistencies demonstrates that large curtailments can be 
attained. 

Yet whenever an attempt is made to reduce the inconsist- 
encies, to eliminate obviously useless expenditures, there is 
encountered a stubborn resistance on the part of the bureaus 
and bureaucrats, a political defense so well entrenched and 
so well fortified that it is justifiable to speculate on the ques- 
tion, have the “ servants become the masters”. And when 
there is added to the power of the bureaucrats that of the 
groups and organizations opposed to retrenchment in items in 
which they have a particular interest, the attainment of the 
objective becomes a matter of great difficulty requiring an 
equally great firmness and resoluteness of purpose. 

The accomplishment of the task requires then as the first 
pre-requisite a fixed unalterable determination to succeed, 
“a will to do”. And this determination must inspire not 
only the legislative but also the chief executive, for the legis- 
lative legislates on the recommendations, among which is the 
budget, submitted by the president. 

But in addition there must be made by a competent non- 
political group a comprehensive impartial analysis of the 
items included in the budget, an evaluation of their purposes, 
a determination of the extent to which they are contradicted 
by other items. In short the whole field of governmental 
expenditures, the hit-or-miss result of hit-or-miss_ political 
acts, neither synchronous in point of time nor coherent in 
design, must be completely studied, valued and reconstructed 
in one complete and consistent plan harmonizing present needs 
with present abilities to pay.’ 


1 My meaning can best be demonstrated by an example. During the last 
half of the last century there was passed by Congress an act making man- 
datory the appropriation of certain sums of money for the encouragement of 
agriculture, for the purpose of increasing the per acre production. The act 
was passed at a time when there may have been a need for such an appro- 
priation, The appropriation is still carried every year in our budget. As 
I say, the appropriation was made mandatory by the act. Now how does 
that appropriation fit in with our present requirements? In view of the 
surplus in wheat, in cotton, in apples, in oranges, in almost every agricultural 
product, how can it be maintained that there is today a necessity for devoting 
a part of our national income to increasing those surpluses? And yet, unless 
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This investigation must include not only the items carried 
in annual appropriation bills but also the acts authorizing 
them. It must likewise examine into what are known as 
permanent appropriations. 

To accomplish the task it may be necessary for Congress to 
discard its traditional policy of appropriating for each item 
and to grant reduced lump-sum appropriations for each de- 
partment, relying upon the departmental head to distribute 
the funds in accordance with needs. 

And finally—and upon this probably the success of the 
program rests—Congress must be supported by a swell of 
public opinion not only for reduction in annual appropriations 
but also for the revision and in some cases repeal of authoriza- 
tion acts and permanent grants. 

Into the second category of national expenditures there 
are to be found items which have to do (1) with debts, 
interest and sinking fund requirements and (2) with arma- 
ments. It would be beyond the scope of this paper to engage 
in a discussion of intergovernmental obligations. It is, how- 
ever, relevant here to discuss briefly the item of national 
armaments. In almost every budget they absorb a substantial 
percentage of the national income. Few if any of the great 
powers will make material reductions in their national defense 
programs in the absence of a commitment on the part of the 
other powers to do likewise. If budgets and peoples are to 
be relieved of a substantial portion of the crushing burden of 
the cost of armies and navies it must be through international 
agreement. The spirit of nationalism makes this the only 
course to pursue. 

It seems clear, then, that both international agreement and 
intra-national retrenchment are necessary if we are to have a 
sound governmental economy. More and more as this de- 
pression runs its bitter course there is dawning on the minds 
of men the conception that the decline in economic activity 
is due to a group of worldwide causes and that if there is to 
be permanent recovery the remedies must be equal in scope 
to the causes. 


that act and its amendatory acts, now made obsolete by present conditions, 
are repealed, that appropriation must still be made by Congress. 
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ECONOMY IN STATE AND CITY GOVERNMENT 


THE HON. GEORGE MCANENY 


Former President of the Borough of Manhattan; former Acting Mayor of 
New York City; former Executive Manager of The New York Times 


, ‘HE growth in the cost of state and local government 
during the sixteen years since the beginning of the 
war, and in the consequent burden of taxation, has 

been unquestionably one of the most disturbing developments 
in the post-war economic situation. The figures, in millions, 
based upon ten-year intervals, so adjusted as to take in the 
year 1913, the year immediately preceding the war, are as 
follows: 


GOVERNMENT EXPENDITURES 


(in millions of dollars) 


Expenditure 1903 1913 +1923 1929-1930 
475 692 3885 3932 


The proportion of this sum raised through taxation has 
in each case been not far from the total, running in 1913 for 
all three classes to $2,187,000,000; in 1923 to $7,234,000,000; 
and in 1929 to $10,251,000,000. 

The margins between these figures and those for total 
expenditures represent, of course, money raised upon credit 
through the issue of the securities of the various taxing units 
involved. But it is the item of taxation that pinches closely 
and nowhere so closely as in the municipalities. It is here 
that taxation gets down closely to a man’s home, to his costs 
of living, within his town. The total tax burden amounted 
to $22 per capita in 1913 for all purposes, to $64 ten years 
later, in 1923, and to $83 in 1929. Taxes for municipal 
purposes, coming back again to my immediate theme, were 
$12 per capita in 1913, $29 in 1923, and $41 in 1929. This 
means that the total cost of taxation borne by the average 
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American family for the year 1929, as figured by the National 
Industrial Conference Board (accepted, I think, as the clearest 
and most reliable authority), was $416. 

In New York City, which I cite as a convenient example 
for various points, the figure is considerably higher. The 
per capita cost of local government alone, in New York City, 
both in 1931 and 1932, was approximately $100, the peak 
of all the cities of the land. After allowing the average 
of $41 cited for all municipalities in the United States, there 
would be, therefore, an excess of $59 per capita still to be 
taken into account in the case of New York. This, averaging 
four to a family (the basis of Federal computation), would 
mean an additional charge of $236, or a total annual family 
cost for taxation of all classes (direct and indirect), in New 
York City, of $652. 

The bonded indebtedness of the Federal government in 
1913 was 1,000 million dollars; that of the states, 300; and 
that of the municipalities, 2,900; a total of 4,200 millions. 
By 1929 the aggregate debt had grown to 30,000 millions, a 
large part of which, of course, is the residue of the national 
war debt. The municipal indebtedness had, however, in the 
sixteen years intervening since 1913, more than doubled, rising 
to 6,300 million dollars. 

These astonishing increases are frequently credited—or at 
least chiefly credited—to the mere following of the “ pace” 
set by the war. In the national government, however, the 
volume of annual expenditure had at least reached a maximum 
level three or four years ago, and has now set in toward 
reduction. In the states and cities the upward growth has 
continued, without any substantial interruption; although in 
a number of cities during the past year compulsory retrench- 
ment has commenced to produce signs of difference. 

Beyond the acceleration of war expenditure, the increases 
in the states and cities may be attributed to the assumption 
of new and more varied public functions; broader provisions 
for both higher and common school education; the increasing 
necessity of public provision for unemployment relief; the 
wide growth of investment in highways for the accommoda- 
tion of increasing motor traffic; and to the inauguration of vast 
schemes for public works of every other description, encour- 
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aged, during the years prior to 1929, by the general feeling 
of prosperity; with corresponding additions in annual cost 
budgets to meet interest and amortization charges upon bonds 
issued to provide for them. Other contributing causes have 
been the natural increases in costs of both labor and material 
during the war and earlier post-war years; wide increases in 
rates of salaries paid, rates that it has been exceedingly diffi- 
cult to restore to old levels since the years of depression set 
in; the alarming increase of political pressure for the creation 
of new positions and jobs of every description, and — with 
comparatively few exceptions— culpably loose methods in 
city budget making. 

Whatever the causes, the results of the tidal wave of in- 
creased spending and increased taxation have been disastrous. 
Coincidentally with advances in the amount of taxes collected, 
private property values have gone sweepingly down; in a 
multitude of instances the pressure of taxation alone is 
hastening foreclosures or other liquidations. With the dis- 
appearance of equities, current taxation has often amounted 
to a total confiscation of investment values, taking on, in this 
respect, the nature of a capital tax. Notwithstanding the 
force of the pressure for prompt tax payments, exerted by the 
cities themselves, or by the holders of mortgages, the ratio 
of taxes collected in many cities has seriously decreased. 
Municipal credits have been impaired, and a vicious circle 
thus established, resulting in lessened business vitality and 
arrested growth, among the cities, upon a scale previously 
unknown to the passing generation. 

Chicago perhaps holds the first place in the experience of 
practical disaster. The failure of that city to meet interest 
and sinking-fund charges upon its securities, or to collect its 
taxes, has resulted in an amazing state of economic anarchy 
and of individual distress. Fall River, Mass., defaulting in 
its interest payments, has been taken over by a Finance Com- 
mission appointed by the governor of the state. There are 
many similar instances. 

Unquestionably the difficulty with local taxation in America 
is further complicated by the multiplicity of taxing units. 
The forty-eight states are divided into many counties — in 


some states over one hundred. In addition to taxes paid 
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directly and indirectly to the Federal government, there are 
state taxes and county taxes, taxes for city purposes, for 
school districts, sanitary districts, and so on. It is the sum 
total of these various payments that is represented in the 
figures and the ratios I have cited. 

With all that has been said and done in the effort to swing 
the country around to a better comprehension of its economic 
condition, it cannot be said that much headway has as yet 
been made in changing the spending practices of the states and 
cities. There are many of the services paid for through the 
new taxation that cannot be reduced materially, or at least 
rapidly ; some cannot be cut at all. It is clear that in what- 
ever programs of retrenchment may be developed, there can 
be no denial of adequate appropriations for established needs, 
whether economic or social. All of this must be taken into 
account in campaigns for cutting downward. 

There remains, however, an abundance of opportunity for 
drastic retrenchment in annual operating costs; and for greater 
economy, as well, in the matter of capital outlays. Among 
other things requisite, there should be: 


(a) The setting up in each city, where it does not already 
exist, of up-to-date and approved budget-making machinery, 
and the limiting of future appropriations to the necessities of 
the city’s life, always keeping in mind the fact that proper 
social and educational enterprises should be viewed as necessi- 
ties. Particularly, under this heading, the reduction of salary 
schedules to the figures prevailing before the abnormal upward 
tendencies of the so-called “ peak” years, and the cutting out 
of all luxuries of service and of non-essential departmental 
costs of every description. 


(b) The limiting of capital investment also to actual need; 
the completion, as a matter of course, of all public works 
already under construction, or essential to healthy city growth; 
but the deferment, as a rule, of all others. 


(c) The development of new sources of city revenues, 
particularly the adoption of policies under which all charges 
for transit service, for water supply, or for other public 
utilities conducted by the municipality, shall be self-supporting 
and self-liquidating. 
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(d) The development of new forms of local taxation. The 
present practice under which the major burden of taxation is 
laid, in the first instance, upon real property, results un- 
doubtedly in a great deal of inequality in the assessment of 
municipal costs, and in consequent injustice. This subject is 
a broad one; but there is little disagreement as to the need for 
the substitution of occupational, residential and even poll 
taxes—in appropriate degree—for the taxes on real property. 

The strongest support for the argument that there should 
be more direct taxation, and less indirect taxation, in the 
cities, lies in the fact that under the present system, the 
majority of voters who do not pay a direct tax of any sort, 
cherish the notion that they pay no taxes at all; that there 
is nothing, consequently, in the question as to whether city taxes 
shall be high or low that directly affects their individual 
interest; and that they may therefore continue to vote, in city 
elections, without reference to questions of economy; but 
rather upon questions of so-called city “ politics ”’. 

In New York, for instance, while there were 2,400,000 
registered as qualified to vote at the late election, the number 
of tax bills annually sent out is 800,000, and probably one- 
half of these are repetitious; that is, served either upon cor- 
porations, or upon non-residents, or upon individuals holding 
a number of separate taxable parcels. In the case of the 
Federal government, where the burden of taxation is also 
either indirect, or based upon a graduated income tax that 
affects directly only a minor group of the voters, the same 
misconceptions prevail. 


In addition to the reformation of taxing and of budget- 
making methods, the broader reforms, essential to the attain- 
ment of better and less costly municipal government, in my 
judgment, include: 


(a) The complete separation of national from local politics 
in the nomination and choice of mayors, Council members 
and other elective city offices ; 

(b) The extension of the civil service laws to include, 
through some process or other, the highest administrative 
officers and their deputies, thus minimizing the opportunities 
for the misuse of the higher offices for partisan political services ; 
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(c) The adoption of better and more up-to-date forms of 
charter legislation; the elimination of useless departments or 
other administrative agencies, the consolidation of others, 
and the simplification of governmental methods wherever 
practicable ; 


(d) Consideration, at least, of the wisdom of establishing 
the rule of proportional representation in filling elective offices 
—a plan that has worked admirably in Cincinnati and gone 
far to put that city in the foreground of the better governed 
cities of the country. 


The government of the State of New York is at the present 
moment facing huge deficits, and every attention is being 
given to methods either for cutting expenses there or for 
establishing new sources of revenue. The State Income Tax 
rate has already been doubled — under legislation of last 
spring—in order to provide more ample allowances for public 
relief. An Advisory Budgetary Commission appointed by 
the governor will shortly report upon further measures to 
be taken. 

New York City in the meantime, with its power, within 
certain constitutional limits, to tax property within its borders 
to whatever figure may be necessary to offset its budget, con- 
tinues as the outstanding example of what the habits of 
municipal waste and extravagance engendered during the past 
several years mean to taxpayers.of every class. 

The consolidation of the various cities and other municipali- 
ties constituting what is now the Greater New York, was 
effected in 1898. Two years later, in 1900, the city budget, 
covering not only all departmental needs and outlays but both 
interest and sinking fund payments upon the consolidated city 
debt, amounted to $92,500,000, or $26.88 per capita. The 
figures since have been as follows: 


ds 27 3,690,000 
565,000,000 


All of these figures are augmented by certain payments made 
to the city annually, on account of the educational service, by 
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the state. For 1932, these payments and certain other 
revenues spent outside the budget, bring the actual total to a 
few thousands short of $700,000,000, and the per capita 
charge, therefore—based on the census figures of 1930—to a 
trifle over $100. 

The budget figures since 1926 have included annually in- 
creasing allowances applied toward meeting the huge capital 
costs of building the city’s new so-called “ Independent” sub- 
way system, the ultimate total cost of which will be in the 
neighborhood of $850,000,000. In the budget for 1932, the 
quota so charged to taxation—not for operation, but for con- 
struction and equipment—amounts to $75,000,000. 

Attending the making of the budget for 1933, there has 
been more public investigation and more public discussion 
than has occurred for many years past—led by the Citizens’ 
Budget Commission, a privately-organized body of citizens 
representing various sections of the city’s industrial life, and 
employing a body of expert investigators and advisers. 

Notwithstanding this broad campaign for economy, the 
city’s budget for 1933 has been cut only through the elimina- 
tion of $55,000,000 for subway charges, accomplished through 
a change in the terms and consequent amortization needs of 
some of the bonds issued for construction, and through other 
“ bookkeeping ” savings, and through the elimination of only 
$19,000,000 from the departmental costs. The campaign for 
further cutting continues, however, and the issue will no doubt 
be a tense one throughout the year 1933. 

In the six years from 1926 to 1932 the number of employees 
on New York City’s payroll rose from 116,000 to 148,000, an 
increase of 32,000, and the payroll itself rose from $248,- 
000,000 annually, to $368,000,000, an increase of $120,- 
000,000, or 48 per cent. During the same period the popula- 
tion of the city increased 19.7 per cent. 

Offsetting the claim frequently heard that the major part 
in the increase in municipal expenditure is attributable to the 
assumption of new functions and to the natural expansion of 
others, lies the fact that in the New York City Police Depart- 
ment, for instance, during the six years in question, with only 
19 per cent more population to take care of, and notwith- 
standing an actual decline in the number of felonies com- 
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mitted, and but slight increases in other statistics of police 
activity, the cost rose 61 per cent. 

In the Department of Education, although the census of 
pupils enrolled increased but 8.5 per cent, the cost increased 
38 per cent. In 1929 a combination of various departments 
and bureaus brought into existence the Department of Sanita- 
tion, justified largely upon the score of better opportunity for 
economy. The payroll costs here rose, nevertheless, from 
$33,000,000 in 1929, to $39,878,000 in 1932. 

It was in the Department of Sanitation, by the way, that the 
investigators of the Citizens’ Budget Commission found, 
among other costs carried from year to year, an item of some- 
thing like $830,000 for the care and upkeep of horses owned 
by the Department; for hostlers and stablemen, and farriers 
and veterinarians and whatnot. It was found that there were 
260 horses still in the sanitary service, the residue after motor- 
ization of equipment had been carried practically to com- 
pletion. But a recent physical examination conducted by the 
S.P.C.A. disclosed that only 20 of these were fit for service, 
and that as these 20 and the 240 invalids cost $830,000 a year, 
the annual bill was $41,500 apiece for the able-bodied ones. 
The force of employees belonging to the days of the horse 
had, in short, been carried, after the horses had gone, without 
substantial reduction, and for the simple reason that the 
powers that be would not let the Department drop them. This 
condition seems incomprehensible; but it has been only with 
the framing of the 1933 budget that it has been changed. 

So one might go on. What I say of New York you all 
know is but too typical of most of the cities of the land, and 
the time for correction is certainly upon us. We have reached 
the point where the old order will not do, and the old excuses 
no longer hold water. We have reached the point where 
excessive taxation drawn by the cities from their people is 
bringing about, as I have put it, the practical confiscation of 
the property values and the conversion of budgetary taxation 
into capital taxation. 

Fortunately, as we have reached the last point of endurance, 
we have also reached the point at which the demand for drastic 
retrenchment and the subjection of city government, in 
particular, to the rules and standards of private business 
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administration, is supported throughout the country by an 
aroused public opinion. 

A further note of encouragement may be found in the in- 
creasing insistence on the part of the banking interests of the 
country upon the reduction of budgets and the adoption of 
business methods as conditions of further municipal loans. 
Too many people have the idea that the bankers are men who 
have cellars filled with gold that they have only to shovel up 
and put at the disposal of those who want it, provided their 
onerous terms may be met. In New York, where this phase 
of the crisis is acute, we even hear cries now and then about 
the “oppression” of the bankers. Actually, the bankers are 
commission merchants for the sale to their customers of the 
issues of city securities or of those of the utilities or of any 
other form of corporate enterprise, at such prices as their 
customers are willing to bid; and bids are based upon the faith 
of the bidders in the complete solvency and the correct business 
methods of those who want to borrow. 

The City of New York, in its borrowing, has two kinds of 
credit to be taken into account. There is the long term credit 
that underlies bonds put out for capital improvements, amor- 
tized over a long period of years, and there is the short term 
credit upon which temporary and intermediate financing must 
be based. The City of New York, like many another, spends 
its tax moneys, for the most part, in advance of their collection. 
Its collections in any given year are payable on the first of 
May and on the first of November. But the need for money 
for running expenses commences on the first of January. 
When the first of January arrives, the collections of November 
have been pretty well spent, and to cover the period before the 
May collection date, the city must borrow on revenue notes 
issued in anticipation of collection. New York, collecting 
something over $500,000,000 of taxes last year, had to borrow 
during the year, over graduated terms, something over $400,- 
000,000 to cover these interim periods, carrying interest 
charges running toward $10,000,000, also to be paid. 

Much has been said about the way in which New York 
City’s credit has recently been driven. It is in the second class 
of borrowing, however, that most of the difficulty has occurred. 
What with the swollen scale of spending, indicated by such 
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annual budget figures as I have cited, and, on the other hand, 
severe reductions in the volume of tax collections, due to the 
present condition of real estate, the ability of the city to 
redeem promptly its short term notes has naturally affected 
the short term borrowing market. Such a condition sets in 
motion at least a tremor of fear and doubt, even among those 
who know that the City of New York itself is impregnable, 
and that its credit is impregnable. 

In this situation, the insistence of the bankers that the 
budget of the City of New York be cut much more unsparingly 
than has as yet been attempted, is easy to understand. In the 
attitude they have shown, and in the course they have followed, 
they have, in my humble judgment, proved themselves not 
only bankers and industrial leaders, but also exemplars of a 
useful kind of citizenship. In the long run the city will profit 
greatly through their present intervention in its fiscal affairs. 

Might I, as another encouraging sign of the times, mention 
the progress that has been made throughout the country in 
the establishment of City Planning Commissions and the 
adoption of modern and scientific methods of planning city 
growth. There has been a great advance, as the need of 
more businesslike administration has developed, in the spread 
of what might be termed “ planning-consciousness”. The 
cities are accepting the truth that not only must their physical 
construction and their industrial and social growth be planned 
well ahead and along definite lines, but that their capital in- 
vestment in public improvements must be shaped with every 
possible future economy in view. We have in this respect, 
also, the good example offered by the Federal government 
through the program of its Federal Employment Stabilization 
Board. We have the fine example of many cities, as well, 
particularly of Chicago, the construction of which along the 
lines of the monumental ‘“ Burnham Plan”, adopted twenty 
years ago, has been impressive. Here, in the East, we have 
the more recent instance of the development of the Regional 
Plan of New York, upon the preparation of which a million 
and a half of Foundation and other private funds have already 
been expended, and which has been put at the disposal of the 
public authorities as a measure of guidance of the future 
growth, not only of the city itself, but of the entire metro- 
politan area. 
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There are many other encouraging indications throughout 
the land. Antiquated or outgrown city charters are making 
way for better structural forms of government. Upon that 
subject, New York, if I may again refer to it, is becoming 
greatly stirred. While better forms of government, whether 
here or elsewhere, can be expected to reduce the volume of 
public expenditure in but slight degree, unless the element of 
political interference is also reduced, it seems likely that 
important progress at least may be expected along these lines. 
The demand for closer budgetary control and for the sort of 
retrenchment that will contribute to the immediate relief of a 
tax-burdened people, remains the most significant of all. 
Certainly forces have been set in motion that may be expected 
to carry us far in the direction of correct municipal policy. 

It should never be forgotten, however, that the degree of 
improvement and relief we shall reach must depend not only 
upon a modified attitude of those who direct our local govern- 
ments, but upon a more intelligent and a more insistent partici- 
pation in passing public affairs on the part of the individual 
citizen and voter. 
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Mr. ALEXANDER DANA Noyes (Financial Editor of The New 
York Times): This is not the first of great depressions. It is 
probably not the worst of great depressions. Looking back at periods 
of this kind, we may point out that a prolonged and severe busi- 
ness depression may have its uses, which very often will not be 
appreciated or understood until the depression has gone. After 
previous depressions we always have realized, as in the future we 
shall realize regarding this period, that the policy of public and 
private economy has been forced upon the community, that the habit 
of public and private extravagance has been forcefully corrected, and 
that evils in our body politic and particularly in our economic 
system have been corrected. 

If it were not true that these problems had been both recognized 
and corrected, how could we explain the fact embodied in all 
economic history, that a period of great depression was invariably 
followed by a period of great prosperity? It did not come imme- 
diately. Usually it came slowly. If the possibility of such recovery 
is denied, as I imagine it always was denied in periods of this sort, 
then what becomes of the theory of economic cycles underlying 
economic history? 

It is in every way fortunate that the new and urgent problems 
which beset us in so trying an economic era as this in which we are 
now living, should be discussed with an open mind and with clear 
recognition of the worst facts by such gatherings as this. It is 
fortunate that the gravity of these problems is so plainly recog- 
nized. The result of such recognition, accompanied by enlightened 
action, cannot fail to be of the highest benefit to the economic world 
and to the future of mankind. 

Still, there exists at least the possibility, especially with those of 
us who are tempted sometimes to call these economic problems 
insoluble, that we may forget how largely the disturbing facts and 
the discouraging events are themselves the result of the great 
economic reaction since 1929, which was itself mainly the result of 
one of the most destructive wars in history. This fact should at 
least put us somewhat on our guard against assuming that all of 
these problems, and the particular shape which each of them has 
assumed, result from a basic and permanent change in the economic 
structure. 


1 Discussion under the ten minute rule. 
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Nearly four years ago a selected body of experienced economists 
and men of affairs, known as the President’s Committee on Economic 
Changes, published an exhaustive report covering these very prob- 
lems. ‘Their conclusion, as set forth in the early part of 1929, was 
in general that the problems were largely new and extremely trying, 
but that the development of human resources, economic knowledge, 
and the new attitude in the conduct of our industrial affairs 
promised to smooth the way for the economic future. Even severe 
economic reaction and depression, in the view of this committee, was 
likely to be less and less probable as the years passed. 

These findings may have been wrong, they may have reflected the 
economic illusions of the period, but my only purpose in referring 
to them is this: to suggest that we be careful now lest our present 
conclusions take their color from the depression of today as they 
might have done after 1893 and 1873, and as the conclusions of 
1929 probably took their color from the seemingly irresistible 
prosperity of that day. 

This seems to me especially applicable to what, after all, is our 
immediate subject, the monetary and fiscal policies of the period. 
The past has taught us that such a period of economic change some- 
times proves old policies to be erroneous, but it quite as often 
indicates the need of adapting old and sound policies to the new 
requirements of the day. It is in that direction, combined with our 
attack on the extravagant outgrowths of unsound practices, that I 
believe the solutions of our present problems are to be found. 


Mr. RoBErRT B. WARREN (formerly with the Federal Reserve Bank 
of New York, now with Case, Pomeroy and Company) : In his paper 
on banking Mr. Jay emphasized the fact that we have in this country 
a dual banking system. We very narrowly missed having a unified 
banking system, this year; at least it is my own conviction that if it 
had not been for the Reconstruction Finance Corporation, virtually 
every non-member bank would have been closed by now. 

If you examine the statement of total loans to banks by the 
Reconstruction Finance Corporation and set against it the very small 
amount of discounts and bills payable of the national banks on the 
last call date, you infer that the non-member banks have been re- 
sponsible for the heavy borrowing from the Reconstruction Finance 
Corporation. In other words, we have not only a dual banking 
system, but a dual central banking system with the Reconstruction 
Finance Corporation acting to some extent as a Federal Reserve 
Bank for the non-member banks. , 

Mr. Jay has outlined the inevitable conclusion of our present dual 
banking system. I think that we shall move and probably move 
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rapidly, in the direction of branch banking, yet I am not sure that 
the transition from unit banking to branch banking can be made 
smoothly merely by passing a law to permit the establishment of 
branches within some designated limit. A fundamental innovation 
in banking, of such far-reaching character, can hardly be instituted 
without creating certain new problems in the process of solving the 
old. I am not at all sure that the general establishment of branches 
would not result in a very disturbing shift of deposits from the old 
banks to the new branches. Generally speaking, people desire to 
keep their money in a large bank. In some of the small communi- 
ties of which I have a personal knowledge, the establishment of 
branches of a larger bank would lead to a shifting of deposits from 
smaller local banks. 

I am not sure how serious the disturbance would be. Prolably it 
would be local and spotty. Nevertheless we must remember (and 
the history of the past year illustrates this fact) that deflation is 
caused not merely by a contraction in the total of deposits, but also 
by the shifting of deposits, because the placements of the new institu- 
tion do not necessarily replace the loans previously curtailed by the 
old institution. I don’t say this as an opponent of branch banking. 
My intention is merely to venture a suggestion that the transition 
from unit to branch banking is something more intricate than the 
granting of legal permission to establish the branches. 

Secondly, I am not persuaded that we should make so fundamental 
a transition in the direction of establishing very large institutions 
until by law or practice the relation of banks to the security market 
has been better defined. I am sure that this feeling is responsible 
for a certain amount of the disinterested opposition to the extension 
of branch banking. Fear is felt in some quarters that a further 
magnifying of great financial institutions, far more interested in some 
instances in the selling of securities either new or old than in the 
financing of business enterprise, would create very serious social 
or financial dangers. 

In regard to the paper of our distinguished visitor, Mr. Brand, 
I have but one question to raise. Mr. Brand mentioned among the 
extremely disturbing influences in world economy the fact that 
creditor nations won’t stay creditors, and debtor nations don’t seem 
to be able to stay debtors ; they keep changing their relative positions. 
My question is whether today we know who are the creditor nations 
and who are the debtor nations. In 1929 we computed our foreign 
assets at $25,000,000,000, but when one estimates the present value 
of those assets in terms of current annual remittances, I am not sure 
at this moment that the United States is not rapidly becoming a 
debtor nation once again. 
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Finally, in regard to the paper of Dr. Chandler: Dr. Chandler 
has given an excellent discussion of the financial and banking history 
of the last year, including his reference to what I think was one of 
the boldest and most successful experiments in central banking ever 
undertaken, that is, the famous open market operation of the spring 
of this year. But I question seriously whether the collateral effects 
of that operation have not introduced certain new problems which 
might invite some modification of the present policy. 

In the process of relieving strain, it was necessary for the Reserve 
Banks to go very heavily into the market for short term gov- 
ernments. That was a matter over which they had virtually no 
choice, once the policy had been determined upon. This intensive 
buying by the Reserve Banks and the creation of excess reserves have 
tended to force a great concentration of credit in the only area which 
is now considered credit-worthy, that is, the short term obligations 
of the United States Treasury. Interest rates on short term credits 
were driven virtually to zero, in fact we have had the unique experi- 
ence of seeing one of them selling at an interest rate of minus four 
per cent. We have now got an anomalous money market, coincident 
with a very low velocity of bank deposits and a very great amount of 
hoarding in high denomination currency. I raise the question 
whether there are not some advantages to be gained at the present 
time by an operation of the Reserve Banks tending to raise the level 
of short money rates. I raise the question as to whether the present 
level of short money rates, rather than being a stimulant to business, 
is not possibly an actual deterrent to the extension of credit to 
private and corporate enterprise. 


Dr. THomas S. ApaMs (Professor of Political Economy, Yale 
University) : I will confine what I have to say to the subject of 
public economy and I shall, I fear, at least in the beginning, lay 
something of a wet blanket upon our hopes and ideals. 

I have been interested in this subject, reasonably faithful to its 
study and execution, for a period of thirty-five years. I suppose I 
have belonged to at least fifty committees on the reduction of taxes 
and public expenditures, and I have attended between five hundred 
and one thousand meetings of this general kind at which everybody 
was zealous to reduce public expenditures and taxes and almost 
everybody, including myself, optimistic. I can see very little net 
result of all those meetings, hopes and expectations. For that very 
reason it seems worth while to outline a few of the conditions which 
must be fulfilled if we are to have a more fortunate experience in 
the future than we have had in the past in this effort to reduce taxes 
and public expenditures. 
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First of all, lest my position be misconstrued, I agree with every- 
thing Congressman Douglas said, particularly with his main con- 
clusion that the reduction of public expenditures is primarily a work 
for will, an exercise of power, and is not to be solved by college 
professors or even by meetings of this kind. You will get nowhere 
if you do not bring to bear on this subject every legitimate power that 
you can possibly exercise. I am speaking with reference to state and 
local expenditures and taxes, as well as Federal taxes. The first 
condition of success here is that you appreciate the gravity and 
seriousness of the task. It is to emphasize this aspect of the matter 
that I am speaking as I now speak. 

In the second place I have very little expectation of any permanent 
or worthwhile result from either public meetings or ephemeral or- 
ganizations. There come periods, to be sure, as after the Crimean 
War, in England, or after the Civil War, in parts of this country, 
when bursts of popular irritation or the cessation of some peculiar 
emergency may permit a reduction of expenditures and taxes in 
particular branches of government. Public debt was reduced gener- 
ally in this country, say from 1875 to 1890. State taxes for five 
or six years in the State of New York, for instance, were reduced 
throughout that period. City taxes were reduced for a short period. 
But by and large the savings made in one variety or branch of gov- 
ernment are sopped up by other branches of government and, in 
general, economies accomplished in one department are absorbed and 
more than absorbed by new expenditures in other fields. 

Unless we have some sort of permanent organization, manned and 
directed by experts, coming to know in the long run at least as much 
as the public authorities know about the details of public expendi- 
tures, and continuously on the job, there is, in my belief, little hope 
of success. 

Some of the reasons may be given. As Congressman Douglas 
suggested, if you are to make a serious dent on the volume of ex- 
penditures and taxes, you have got to attack on lines of policy and 
change decisions of policy. Mere economy and efficiency, while in- 
finitely worth while in themselves, do not in any material degree 
affect the tax burden or the total budget. If you want greatly to 
reduce public expenditures, you have got to convince this country in 
some way that we are spending too much for veterans, or for the 
public schools, or for the army and navy, or for the maintenance of 
roads. If there is to be a material reduction, you have got to cease 
spending so much money upon pensions, upon the hospitalization of 
veterans and the dependents of veterans; and you have got to cease 
spending so much money upon the public schools (and, in my per- 
sonal opinion, you could reduce the expenditures on the public 
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schools without grave injury); you have got to stop spending 
money on the highways and possibly upon Reconstruction Finance 
Corporations. In other words, you have got to do without things 
that you want and that are good in themselves. 

In the next place, I am convinced (and in this opinion I am in 
harmony with the best students of the subject that I know, public or 
private) reduction of public expenditures eventually will require very 
extensive reorganization of the machinery of American government. 
It is almost as bad as the machinery of American banking. 

Finally, you have got to have extensive reorganization among your- 
selves, because the very people who sit here and applaud speakers 
who say public expenditures can and will be reduced, on the show- 
down, when it comes to particular expenditures, are more likely than 
not to exert an influence in favor of keeping and not reducing those 
expenditures, and Congressmen know it. 

Finally, one last point. The American tax system has become, in 
a degree which was unknown twenty-five years ago, a system of 
class taxing. It is not wholly true but it is predominantly true that 
the great mass of the beneficiaries of government expenditures are 
not taxpayers in any important and conscious sense. The legislator, 
who in the long run reflects volume and preponderance of votes, no 
longer reflects volume and preponderance of taxpayers. I should 
like to pursue that topic because it is not absolutely apparent, but it 
is broadly true. 

All this means that you have got to have a national taxpayers’ 
organization, supported by liberal contributions, carried on in a 
broadminded spirit, but animated by insistent zeal, manned by ex- 
perts, who in a few years will know or who do now know more than 
the legislative bodies before which they will appear, about the details 
of appropriations and expenditures. 

It must be a taxpayers’ association because political leaders no 
longer represent taxpayers’ interests adequately; they represent 
voters’ interests, an entirely distinct and different thing. 

Sixteen years ago, in this very room, I read this statement: 


“ The continual increase of public expenditures is one of the most 
irritating, fascinating, and mysterious of social phenomena. It is 
irritating because it implies a corresponding increase of taxation. 
It is fascinating because apparently it cannot be checked. It is 
mysterious because we do not in any general and fundamental way 
know why it cannot be checked. Regularly after paying the taxes 
the indignant taxpayer insists that it must be stopped, and regularly 
before elections aspiring statesmen tell him that it can be stopped, 
but it is not stopped. 

“Tt characterizes democracies as well as less popular governments. 
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It is particularly marked just after a democratic has succeeded a 
monarchical form of government. It seems to partake of the resistless- 
ness of an elemental form of nature ; indeed, one of the sanest and most 
erudite economists has formulated the fact as an invariable economic 
law. 

“ Public expenditures seem to thrive on opposition—here is the 
element of mystery. They make their way in the very face of one 
of the most powerful forces known to history ; the unceasing oppostion 
of the taxpayer. His resentment has uprooted dynasties, overthrown 
administration after administration, and generated innumerable up- 
heavals upon which opposition parties have ridden into power pledged 
to ‘retrenchment and reform’. But the politician who is put into 
office to reduce taxes is frequently thrown out for increasing them. 
Occasionally, the tide is temporarily stemmed in one department of 
government, but the saving is soon sopped up by another branch and, 
surveying all divisions of government, the majestic march of costs 
goes on undisturbed.” 

And I went on to marshal the devices for tax reduction, in my 
usual optimistic way, and I hoped that the picture would soon be 
changed. But that description written sixteen years ago is even 
truer today than when it was written. 

We must not give up the fight. Let’s fight a little more intelli- 
gently, with more comprehension of what we are up against, and 
with the kind of machinery, organization and attack which alone 
can prove successful. 
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INTRODUCTORY REMARKS* 


JACKSON E. REYNOLDS 


President of the First National Bank of the City of New York; 
Vice-President of the Academy of Political Science 


HAIRMAN REYNOLDS: Perhaps as erudite an 
{ : audience as this has never attended the ‘“ Chauve 
Souris,” but if they have, they remember Balliat, and 

that is my réle in this performance, to introduce the acts. 

The subject of the program this afternoon is “‘ Major Prob- 
lems of Readjustment,” and the first to be considered is “‘ The 
Railroad Problem.” I have unusual satisfaction in presenting 
the first speaker, who has been in the railroad world for thirty 
years or more and whom I have known since we were young 
men. We were both then counsel of railroads; he was a 
law professor at Yale and I at Columbia. I don’t know of 
anyone who can discuss this first problem better than he. 

As a Yale professor he attained a philosophical point of 
view and as Counsel, and Vice President, and President, and 
finally Chairman of the Board of the New Haven Railroad he 
has a highly practical view. Before the rest of the country 
had to address itself to the problems of taxation, and grade- 
crossing elimination, and legislation, and consolidation, and 
competition of highways and waterways, Mr. Buckland, on 
the New Haven, had to face those problems. He was a master 
of them before the others became novices. 


1 Mr. Reynolds was the presiding officer at the Afternoon Session.—Ep. 
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THE RAILROAD PROBLEM 


EDWARD GRANT BUCKLAND 


President of The Railroad Credit Corporation; Chairman of the Board 
of the N. Y., N. H. and Hartford Railroad Company; 
former Professor of Law, Yale University 


the American railroads. One might be termed an 

emergency problem, the second is temporary; the 
third, a continuing problem. For convenience of presentation, 
we may consider the temporary and continuing problems 
first, and then discuss the emergency. 

The temporary problem arises because of the prevailing 
depression in business. The present financial condition of 
the railroads is due in large part to this depression, and will 
be relieved as and when normal business returns. 

The solution of the temporary problem will by no means 
dispose of the continuing problem, which is:—how to main- 
tain and operate a system of railways prepared at all times 
to handle promptly all the traffic which may be offered; how 
to give to the owners an opportunity to earn enough to main- 
tain their properties and equipment in such a state of efficiency 
that they can carry this burden well; how to secure a fair 
return upon the value of the property devoted to the service; 
how to stabilize their credit so that in times of depression as 
well as in times of normal business their securities will be 
safe investments for savings banks, life insurance companies 
and trust funds in general. 

This continuing problem will not be solved by a return to 
normal business and yet it should be solved. Its solution may 
be accomplished if, among other things, the railroads are 
relieved of: (a) excessive taxation and subsidized competition ; 
(b) over-regulation of themselves and under-regulation of 
their competitors. 


the are three kinds of problems now confronting 


Excessive Taxation and Subsidized Competition 


As regards excessive taxation, the railroad suffers in 
common with the over-taxed public. The general taxpayers 
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today are properly insisting upon stopping unnecessary ex- 
penditures and reducing taxation. The railroads join with 
them and add their special protest against general taxation 
for the subsidizing of their competitors who, without subsidy, 
could not compete. 

A few specific instances will illustrate. Hearings are cur- 
rently being held by the Senate Committee on Foreign Affairs 
to consider ratification of a treaty with Canada for the con- 
struction and maintenance of the St. Lawrence waterway. 
If the railroads with which this projected waterway will com- 
pete were freed from taxes which they now pay, as this 
waterway will be free, these same rail carriers could move all 
the grain they are now moving, plus all the United States 
grain estimated to move via this waterway, free of charge 
and at the same time increase their net income. Again, if 
the government would pay each year to these railroads the 
amount it will have to pay for annual interest charges, main- 
tenance and operation of the proposed St. Lawrence waterway, 
they could afford to haul free all grain that would move 
through the waterway and have a substantial increase in their 
net income. According to the estimate of competent engineers 
and statisticians who have given this subject careful study, 
three double-track, all-freight railroads between the Middle 
West and the Atlantic seaboard, usable twelve months in the 
year, could be constructed and equipped for the cost of the 
St. Lawrence waterway, the use of which will be limited to 
not over seven months in the year, that being the maximum 
ice-free period.* 

Another instance may be given. Among the proposed ex- 
penditures on the Mississippi River is one for a nine-foot 
channel from St. Louis to St. Paul. There are railroads sub- 
stantially paralleling this route, but if there were not, a single- 
track, water-grade railroad between St. Louis and St. Paul 
could be built for about one-fourth the cost of the nine-foot 
channel and could be operated and maintained at an annual 
cost of 60 per cent of river maintenance and lock operation, 
and the railroad could be operated every day in the year, 
the river only when ice-free. 


1 St. Lawrence Navigation and Power Project, page 177. 
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Another instance. The Inland Waterways Corporation has 
for thirteen years been operating government-owned equip- 
ment on the Mississippi and Warrior rivers. It pays no taxes 
on its floating equipment, nor interest on its investment. Even 
excluding these items of expense, it has shown an operating 
loss during the period of its existence. This competition by 
government-owned and operated barges has been an import- 
ant contributing cause of recent receiverships of two major 
railroads. 

Since 1921 the Federal and state governments have spent 
more than $13,000,000,000 for highway improvement. Upon 
these highways, which largely parallel the railroads, there are 
being operated approximately 3,500,000 freight trucks and 
some 96,000 passenger-carrying buses. Their contribution 
to the cost of construction and maintenance of these highways 
is negligible when compared to the cost to the railroads of 
constructing and maintaining their roadbeds. 

If the railroads are to have what both the President and 
President-elect have advocated, ‘equality of opportunity ”, 
these subsidies to competitors should cease. 

The American railroads have been subjected to this kind of 
competition and at the same time have for the ten years ended 
in 1931 paid out in taxes for every $100 which they have 
earned from operation $5.88. In 1931 when the earnings 
went down, the taxes still kept up and in the year 1931 they 
paid out of every $100 earned from operation $7.24, and 
from every $100 of net operating revenue $31.63 in taxes. 
Almost one-third of the railroad plant was operated to support 
the Federal, state and local governments. 


Over-Regulation of Railroads and Under-Regulation 
of their Competitors 


To understand the reasons for over-regulation, some knowl- 
edge of a century of railroad construction and operation is 
necessary. Before 1830 there were no railroads to speak of. 
The census of that year showed a population of 12,866,000. 
In 1930 there were 249,000 miles of railroad in the United 
States (almost one-third of the mileage of the world) and 
the population had increased to 122,775,000. Even the 
twenty-four states of 1830 had developed largely through the 
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impetus given to transportation by the invention of the steam- 
boat, which was the first application of steam to motive power 
and the first improvement in methods of transportation since 
the invention of the wheel in some period before history 
begins its record. So it may be said that the United States 
grew by and with these new transportation methods and prin- 
cipally by and with the railroads. This is important to 
remember, because in Europe improved highways came many 
years before the railroads; in America railroads came many 
years before improved highways and are intensively bound 
into the social and economic life of the American people. 

With the coming of the railroad, it was natural that the 
common law, which had for centuries in England defined the 
rights and duties of carriers of passengers and property, 
should be applied to these new carriers in the United States, 
because the common law was and is a heritage of all English- 
speaking nations. At common law, that is to say, before 
legislation decreed otherwise, a common carrier of property 
was defined as one who undertakes for hire to transport the 
goods of such as choose to employ him from place to place. 
The method of transporting and the personnel of those who 
perform the transportation were immaterial. The obligations 
of the common carrier were to carry for all who offer, goods 
suitable to be carried, and to charge no more than a reasonable 
price for the service. There was no obligation not to charge 
less than a reasonable price or to treat all customers alike. 
From this arose most of the early complaints. 

It so happened that the invention of the steam engine not 
only produced the locomotive for the railroads, but also the 
steam-driven machine for the manufacturer. Both came into 
operation at about the same time. The locomotive hauled 
trains, the machine produced articles formerly made by hand. 
Thus there were coincident quantity production of transporta- 
tion and quantity production of manufactured articles. Each 
was necessary to the other. The railroad brought raw material 
to the machine and took away the finished product. The 
machine furnished the railroad a substantial part of the latter’s 
revenue. The economic rule soon began to work by which 
the buyer at wholesale demands and receives a lower purchase 


price than the buyer at retail. The common carrier, being 
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under no obligation to charge the same to all shippers, natur- 
ally sold its product to the large shipper at a lower price than 
to the small shipper. The small shipper had no redress. 
There were no other practical means of cheap and quick 
transportation. The railroad became a monopoly, unregulated 
and capable of making or breaking shippers and localities. 
As the railroads, aided by the inventions of the telegraph and 
the air brake, make their service surer, safer and faster, their 
power to benefit or injure became greater. 

It was inevitable that the injured would complain and so 
they did. The issue came to the United States Supreme Court 
for decision in 1876 in the Granger Cases, wherein the Court 
held that, “When . . . one devotes his property to a use in 
which the public has an interest, he, in effect, grants to the 
public an interest in that use, and must submit to be controlled 
by the public for the common good to the extent of the interest 
he has thus created ’’,“—a common-sense application of the 
maxim, “ the safety of the people is the highest law.” 

Ten years later Congress passed the Cullom Bill, to be 
known as the Interstate Commerce Act. It is significant that 
the committee reporting the bill, reviewing the causes of com- 
plaint against the railroads, stated that the most important 
grievances and nearly all of the complaints, “ are based upon 
the practice of discrimination in one form or another.” 

The two leading prohibitions in the Act were that railroad charges 
shall not be unjust or unreasonable, that they shall not unjustly dis- 
criminate so as to give undue preference or advantage or subject to 
undue prejudice or disadvantage persons or traffic similarly circum- 
stanced. In other respects the Act left common carriers as they were 
at common law, free to make special contracts looking to the increase 
of their business, to classify their traffic, to adjust and apportion their 
rates so as to meet the necessities of commerce, and generally to manage 


their important interests upon the same principles which are regarded 
as sound and adopted in other trades and pursuits.? 


_ Incidentally the Commission, construing the Act, held that 
traffic in trainload lots did not justify a rate per carload 


different from the rate applied to traffic of the same kind in 
single carloads.* 

1 Munn v, Illinois, 94 U. S. 113. 

21.C.C.v.C. N. O. & T. P. R. R. Co., 167 U. S. 479. 


8 A.C. Mining Co. v. C. & E. R. Co., 19 I. C. C. S502. 
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For nearly twenty years, this was the limit of regulation 
applied to the railroads. In the meantime, the working of 
the economic law above cited had created trust combinations 
tending toward monopoly to such an extent that in 1890 the 
Sherman Anti-Trust Law was enacted forbidding further 
creation or the continued existence of those already created; 
and in 1903 Congress went further and passed the Elkins Act, 
which prohibited common carriers by rail from giving or 
accepting rebates and declaring that any device whereby prop- 
erty shall be transported at a rate less than that named in 
the tariffs published and filed by such carrier, shall be a mis- 
demeanor, subjecting corporations to fine and persons repre- 
senting corporations to fine and imprisonment. 

Pursuing this policy of further regulation, Congress in 
1906, in the Hepburn Act, authorized the Commission to pre- 
scribe maximum rates and to require railroads to publish 
tariffs not exceeding such maximum rates and to adhere to 
them. Finally, in 1910, in the Mann-Elkins Amendment, the 
Commission took away from the carriers the right theretofore 
exercised of making rates, by reserving the power to suspend 
such rates when filed. All of this legislation was evidence of 
a protest on the part of the shipping public, and as usual, was 
carried too far. 

Looking back, we believe that the railroads have no quarrel 
with the prohibitions against unjust discrimination, nor in- 
deed, against the prescribing of maximum reasonable rates 
after hearing. But it is obviously unjust that when rates are 
suspended before a hearing and later found reasonable, the 
carrier should be subjected to all the interim loss. 

The effect of these extreme restrictions slowly became 
apparent. Chief Justice Taft, in an opinion dealing with this 
period, used the following language, 


The railroads availed themselves of the weakness and cumbrous 
machinery of the original law to defeat its purpose, and this led to 
various amendments, culminating in the Amending Act of June 18, 1910 
(Mann-Elkins Amendment), in which the authority of the Commission 
in dealing with the carriers was made summary and effectively com- 
plete. Whatever the causes, the fact was that the carrying capacity of 
railroads did not thereafter develop proportionately with the growth of 
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the country, and it became difficult for them to secure additional in- 
vestment of capital on feasible terms.? 


This lack of capacity became apparent particularly during 
the period of the World War when the railroads were under 
Federal control. JJpon their return from Federal control, 
Congress, in recognition of the necessities of the case, passed 
the Transportation Act of 1920, which, among other things, 
imposed an affirmative duty on the Interstate Commerce Com- 
mission to fix rates and to take other important steps to main- 
tain an adequate railway service for the people of the United 
States. 

In the meantime the railroads were gradually losing their 
monopoly of transportation. In 1912 Congress, in the Panama 
Canal Act, had forbidden railroads thereafter to operate water 
lines excepting in special cases and then only with the regula- 
tion applied to water lines so operated, in all respects the same 
as those applied to the railroads. All but a few of the 
steamship lines were forcibly separated from their owning or 
controlling railroads and placed in the hands of independent 
operators to be operated practically free from regulation. So 
that as far back as 1912 the railroads were confronted with 
unregulated competitors carrying a large amount of traffic by 
water, in which operation the railroads were forbidden to 
engage. 

But that was not all. The improvement in the gas engine 
gave rise to the passenger automobile and to the auto truck 
and they in turn brought about improved highways, upon 
which there has been spent in ten years an amount equal to 
the par value of all railroad bonds at the end of a century of 
railroad construction. 

Even though the railroads have ceased to be monopolies, 
all regulations should not be removed. Regulations necessary 
to protect the small shipper are as necessary today as they 
were at the time of the Granger Cases. Unregulated trans- 
portation will today as surely drive out of business the small 
concern as it threatened to do when the Interstate Commerce 
Act was made law. Irrespective of what the railroads in 
their own interest may advocate, the public interest demands 
the regulation of highways and water carriers. 


1R. R. Commission v. C. B. & Q. R. R., 257 U. S. 563. 
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Federal Legislation 


To what extent shall this regulation go? Doubtless all that 
has been said at this time will by others be brought to the 
attention of the appropriate committees of Congress and to 
the committee of the five distinguished men who are now 
from a sense of public duty giving their services to ascertain- 
ing and reporting facts helpful in solving the railroad problem. 
It would be premature to state in behalf of the railroads what 
legislation should be asked for. I am not authorized to speak 
for them, but personally I believe the legislation should 
include: 


1. More effective and speedy methods of railroad con- 
solidation. 


2. Repeal of the recapture clause and removal from railroad 
credit of the cloud now hanging over railroads which are not 
in the recapture class, and yet are without reserves to meet 
the government’s claim to the contrary. 

3. Repeal of laws which forbid railroads to engage in 
water transportation everywhere on an equal basis with others. 

4. Permission for railroads in competition with other 
carriers to make adjustments of rates to meet competition and, 
for this purpose, to charge more for a shorter than for a 
longer haul over the same line and in the same direction ; per- 
mission in other respects to make rates to meet competition 


with the same restrictions (or absence thereof) as are applied 
to their competitors. 


5. Limiting the power of the Interstate Commerce Com- 
mission to suspend rates so long as the revenues of any 
carrier are not equal to a fair return upon the value of its 
property. 

6. Placing carriers on the highway and by water under the 
jurisdiction of the Interstate Commerce Commission or other 
Federal tribunal, with the same regulations imposed upon 
them as are imposed upon the railroads. 


State Legislation 


7. State legislation should in general harmonize with regu- 
lation by the Federal government, but, in addition, the states 
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should as far as practicable approach uniformity in legislation, 
covering: 


8. Size, weight, speed and operation of commercial motor 
vehicles and hours of service of drivers. 


9. Financial responsibility of highway, commercial carriers, 
including surety bond for protection of travelling and shipping 
public. 

10. In addition to license fees, adequate charges should be 
assessed for the commercial use of the highways, the charges 
being based upon the extent of such use. 


11. Expense of separating grades at crossings should be 
assessed upon the users of the highways and the railroads, 
respectively, in proportion to benefits received. The railroads 
should no longer be required to bear the larger part of grade 
separations to make safer highway operation for their subsi- 
dized competitors. 


Economy in Railroad Operation 


In the meantime the railroads have formally pledged them- 
selves “‘to avoid all preventable wastes in the competitive 
relationships between themselves and to devise and apply the 
most feasible methods for meeting new competitive con- 
ditions.” The indicia of economy and efficiency with which 
their properties have been operated in the ten years succeeding 
Federal control are a proof of their good faith. The tribute 
paid to them by the Secretary of Commerce, now President 
of the United States, in 1926, is worthy of quotation: 


The railways during the past five years not only have built up adequate 
service and given complete correction to those ills, but they have, by 
great ability of their managers, greatly reduced transportation costs and 
thus made rate reductions possible which would not have been otherwise 
the case. ... The result of this great reorganization upon the whole 
economic fabric of the country has been far-reaching. 


Financial Integrity of the Railroads 


The financial integrity of the railroads has been no less 
commendable. During the period of government control and 
in the succeeding years, the government loaned the railroads 
$1,018,000,000. The railroads repaid $978,000,000 in princi- 
pal and $210,000,000 in 6 per cent interest. There is still 
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owed to the government a little less than $40,000,000 but the 
interest paid at 6 per cent represents a cash profit to the 
government of $70,000,000 over the cost of money, so that if 
the government should not collect any of the $40,000,000 
owed it, it still would have a profit of $30,000,000 in cash. 


The Emergency Problem 


Urgent as are the solutions of the temporary and con- 
tinuing problems confronting the railroads, there is an 
emergency looming which should have the first attention of 
the Congress in December. I refer to the limitation of the 
power of the Interstate Commerce Commission and the Recon- 
struction Finance Corporation to approve loans to railroads. 
Such approval may now be given only when the Reconstruction 
Finance Corporation ‘“ will be adequately secured ’’,—a phrase 
which the Interstate Commerce Commission and Reconstruc- 
tion Finance Corporation have generally construed to mean 
adequate security in the form of collateral having a market 
quotation for an aggregate amount considerably in excess of 
the face of the loan. With the present depressed market 
quotations, this requirement will speedily exhaust the col- 
lateral of most of the railroads and they may be left without 
resources to meet interest obligations unless business returns 
more quickly than now seems possible. In these circumstances 
there must be some liberalization in the legislation to meet 
the emergency. 

The profitable dealings of the government with the rail- 
roads, just cited, justify the hope and request that the Congress 
will reénact in substance the law under which those dealings 
were had and so enable the Interstate Commerce Commission 
to approve and the Reconstruction Finance Corporation to 
make loans to a railroad to enable it “ properly to meet the 
transportation needs of the public where the prospective earn- 
ing power of the applicant and the character and value of the 
security offered are such as to furnish reasonable assurance of 
the applicant’s ability to repay the loan.” This is merely 
following banking practice of relying upon the commercial 
efficiency and financial integrity of the borrower. The rail- 
roads have justified this reliance. 
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THE PROBLEM OF UNEMPLOYMENT 
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is that of providing relief for the ten millions of 

unemployed and their families. So far as the next 
months are concerned this requirement is pressing and in- 
evitable. Neither the plans for the recovery of business 
already in effect nor any conceivable new ones can possibly 
contribute much immediately to the reduction of the volume 
of unemployment and to the mitigation of the lot of the 
unemployed. If the jobless of the United States are to 
receive this winter only the meager standards of relief which 
they had last year, our total relief funds must be at least 
twice those of 1931. 

Baffling as were the problems of the collection and dis- 
tribution of relief in the first years of the depression, they 
are all the more difficult now. Since the spring of 1930 the 
number of persons without any employment whatsoever has 
more than tripled. The moderate improvement in employ- 
ment which has taken place since last July has at the best 
afforded jobs to but a small fraction of those out of work 
and, that, by all signs, for a limited period of time. Allow- 
ing for all possible errors of measurement and interpretation, 
the American unemployment rate is at this time the highest 
among the industrial countries of the Western World. 

For a large and increasing proportion of the jobless, this 
winter will be the fourth winter of unemployment. By this 
time the personal resources of the vast majority of the un- 
employed and of their friends and families must surely have 
been completely exhausted. Appeals to those who are still 
at work can be of slight avail when the earnings in 1932 of 
those employed in manufacturing industries had declined to 
$18.50 a week; in coal mining to $17.15; in wholesale and 
retail trade to $22.38; and in rail transportation to hardly 
more than $26.00 a week. 


< immediate unemployment problem of this country 
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Once more there are no accumulated reserves out of which 
these heavy current requirements can be met. In more than 
one important community, the relief funds for the coming 
winter months are yet to be collected; and where the payments 
of relief have not been suspended or drastically reduced, they 
are meanwhile being raised in part through borrowing. 
Private gifts as a source of moneys have steadily declined in 
both absolute and relative amount until the greatest share 
of the burden rests upon our local, state and Federal govern- 
ments. Inadequate as the average dole has been under this 
hand-to-mouth system, the tragedy of existing conditions is 
intensified by the gross inequalities in relief which local differ- 
ences in resources, foresight and organization have produced. 

At this time of greatest need, the central and local govern- 
ments of this country, almost without exception, are sagging 
under the weights of a huge public debt and excessively high 
levels of taxes. Barring extensive revisions in outstanding 
budgets, the prospects for increasing revenues out of either 
borrowings or taxation are, to say the least, not bright. Among 
the municipalities, whose outlay for relief represents the bulk 
of expenditures for this purpose, future revenues depend upon 
the trend in the assessed valuation of real property. If we 
may judge by the present condition of the real-estate markets 
and the movement of rents, the rational outlook is for reduced 
income from this source of revenue. In the case of the 
Federal government, the continuance of the depression at any- 
thing like prevailing levels and the still unsettled state of the 
investment markets combine to make both additional borrow- 
ing and higher taxation uncertain and hazardous undertakings. 

Under the circumstances it is futile to talk of expanded pro- 
grams of public works, vast loans to the unemployed, soldiers’ 
bonuses and the like. Already the governments of this country 
have severely limited their expenditures on public improve- 
ments. Since the middle of 1930 the amounts spent by local 
governments on public works have been steadily and sub- 
stantially reduced. In spite of an increase in the Federal out- 
lay for construction of something like $300,000,000 a year, 
the aggregate expenditures of the country for this purpose 
are in 1932 probably half the amount so spent in 1929 and 


are still declining. Add to this the even more drastic slashes 
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in the construction budgets of such quasi-public agencies as 
the railroads and other public utilities, not to speak of the 
equally vast shrinkage in residential construction, and the 
total reduction of construction as a source of employment has 
assumed gigantic proportions. To plan to make up even a 
small fraction of this loss through public operations is, as we 
have already learned from the numerous experiences of foreign 
governments, an impossible undertaking, doomed from the 
outset to certain failure. Even the financing of self-liquid- 
ating public improvements has turned out to be less attractive 
than it was regarded at the beginning, partly because the 
possibility of their becoming self-supporting is in many cases 
doubtful and partly because public treasuries are unwilling to 
assume further obligations of whatever nature. 

The financing of public works, or relief, through any 
method of inflation is, in my judgment, unsound and im- 
practicable unless we regard such inflation as an element of a 
general program for the thoroughgoing control of American 
business in both its domestic and international operations. 
However plausible the case for this type of control may be, 
the adoption of measures leading to it is, assuredly, not an 
issue in American practical politics at this time. For the 
rest, inflationary measures can do little more than undermine 
the financial progress which we have made at such great cost 
and difficulty during the past year. The injection of new 
uncertainties and risks into an economic situation that is 
already too full of them is bound to do more harm than good 
and to block the process of recovery. Any substantial lifting 
of the present price level by artificial measures of public 
finance or banking policy is now more than ever an impossible 
task. It is one thing to inflate in a world unfamiliar with 
the methods and consequences of inflation; but quite another 
to adopt policies of inflation in a world which has inherited 
from recent eras of violent inflation ‘‘ a heightened awareness 
of the possibility of a currency becoming worthless.” 

The dilemma created by the increasing and unavoidable 
need for relief and the growing incapacity of private and public 
agencies to pay is not, by its very nature, susceptible of easy 
resolution. The time for miracles in public finance is past. 
Funds for the generous relief of the unemployed must be 
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supplied; and they can be supplied out of savings in current 
budgets, out of the diversion of appropriations from less to 
more essential uses, and by the application of unparalleled 
social pressure on private contributors. At the most the 
total relief bill of the country for the year 1932 will not be a 
large item in total public expenditures. It is doubtful, when 
all the relief money is raised from all possible sources, that it 
will exceed for the whole country one and a quarter billions, 
or $125 per unemployed person per year. In the budgets of 
local and central governments there are innumerable and well- 
known items whose continued support is of much less import- 
ance to the community than the adequate care of the un- 
employed. It is no solution of this problem to hold that the 
revision of public budgets is difficult. After three years of 
unexampled liquidation of private enterprise, reductions in 
wage rates varying from 10 to 50 per cent, increases in the 
hours of work in many of our most competitive industries to 
more than 66 hours a week, universal short time for the 4 
to 4 of the workers who are still employed, and a drop in 
the cost of living of more than 20 per cent, it is unthinkable 
that public spending must continue at its present level and 
that the budgets of American governments are immune to the 
force of universal economic readjustment. However slow the 
acceptance of this idea has hitherto been, it is clear that the 
time cannot be much longer delayed for the serious and swift 
consideration of budgetary revision. It is equally clear that 
no private individuals should be freed from their social 
responsibilities to contribute to the utmost for the decent 
support of the unemployed and for the maintenance of our 
invaluable institutions of private charity and social welfare. 
At this juncture, finally, it is all the more unfortunate that 
the effort should be made, through the device of work-spread- 
ing, to shift the burden of unemployment relief upon wage 
and salaried labor at the cost of still further reductions of low 
standards of life, instead of putting it, where it properly 
belongs, on the public treasuries and the incomes of those who 
can afford to pay. 

Our present experience with the grave problems of the 
relief and the care of the unemployed is not new in the 
economic h’story of this country. The breadlines, mayors’ 
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committees, agitation for public works, and the hearings of 
the Federal Commission on Industrial Relations during the 
depression of 1914 are still vivid in the minds of many of us. 
That episode was repeated in much the same style in 1921. 
There was the same dread of destitution following the pre- 
cipitate decline in employment and in wages. The President's 
Unemployment Conference, not unlike the Industrial Relations 
Commission seven years earlier, announced its program of 
stabilization through public works and organization of the 
labor market through a codrdinated scheme of Federal and 
state employment offices, and held out the promise of an 
American business system free from the irregularities and 
uncertainties of the past. Now once more, with an unemploy- 
ment problem of much greater gravity, we are forced to meet 
the successive phases of the situation with the same lack of 
program and policy. From the organization of relief to the 
conduct of public employment offices, we face the knotty 
problems of the latest depression not much better prepared 
than we were twenty years ago. 

Meanwhile there has been a radical and universal change 
in public temper. This, I should judge, may well be the last 
great business depression in the United States during which 
the care of the unemployed can, and will, be left to the 
hastily improvised expedients of the moment. If the right of 
the jobless to adequate means of relief, granted them under 
conditions of decency and equity, is not yet recognized in this 
country, the time is not far distant when it will inevitably be 
so. The political instabilities of this period, the vast experi- 


ments of Europe with relief and insurance, and, perhaps, the 


example of Russia have all combined to contribute to this 
end. But of greater influence than all else is the universal 
realization, particularly in this country, of the capacity of its 
industry to produce more than the requirements of physical 
well-being for all of the population. As Walter Lippmann 
put it, “this is the first great economic depression in which 
every thinking person has been conscious of the paradox ”’ 

. “of want in the midst of abundance, of poverty in the 
midst of plenty.” 


In the mentality of the people there is a profound difference between 
this crisis and all its predecessors. This is the first time when it is 
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altogether evident that man’s power to produce wealth has reached a 
point when it is clearly unnecessary that millions in a country like the 
United States should be in want. In all previous crises there was some 
doubt as to whether the wealth of the nation was sufficient. That doubt 
no longer exists. 


Like the solutions of the current problems of economic 
adjustment and reconstruction, satisfactory future programs of 
unemployment cannot be the product of economic magic or 
political legerdemain. If the jobless are to encounter the next 
upheaval in business better equipped to withstand the losses of 
jobs and incomes than they are now, it will be as the result 
of the operation of social and economic institutions of familiar 
characteristics. I believe now, as I have for many years, that 
the sole effective and safe measure for anticipating the losses 
suffered by labor during periods of long business depression 
is to be found in applying the principles of social insurance to 
the risks of industrial unemployment. By creating machinery 
for the accumulation of reserves in good years and making 
them available in bad years, and by that method alone, is it 
possible to take the next great step toward managing the 
problems of involuntary idleness. Two per cent of the total 
wage and salary bill of American industry would, in the two 
years 1928 and 1929, have yielded a fund of one billion 
dollars, and three per cent would have yielded a fund of one 
billion and a half. 

I am well aware of the difficulties which a universal plan 
of unemployment insurance will encounter; of the abuses 
to which it is exposed; of the criticism which has been 
directed against the insurance systems of Europe. But as 
long <s we have boom and depression, overtime and layoff, 
so long will it be necessary, if we are to act with foresight, to 
prepare for bad times in good. At its worst, any compre- 
hensive system of unemployment insurance will be incom- 
parably superior to our present methods by assuring at least 
the insured unemployed the receipt of unemployment benefits 
as a right; by securing to the bulk of the unemployed some- 
thing approximating equality of treatment; by providing, 
through the accumulation of reserves, rates of benefit that 
cannot help being more adequate than the present dole. 

The fact that unemployment insurance, once established, is 
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likely to grow in cost, need not be regarded with fear. In- 
creasing expenditures on social services, of infinite variety, 
have been the feature of all modern economic history. These 
costs have in the past been absorbed by the rising productivity 
of industry and the increasing wealth and income of nearly all 
industrial countries. There is no sound reason for believing 
that such absorption will not continue for many years to come. 

The security which we in America thought we had achieved 
in the decade of the 1920’s acted to retard the slow advance of 
social insurance legislation in this country. Again face to face 
with the realities of our economic organization, we are about 
to resume the progress in this direction which our late pros- 
perity had interrupted. The issues henceforth to be con- 
sidered are not whether unemployment insurance is essential 
and practicable, but what form we desire it to take and what 
safeguards for its efficient and intelligent administration we 
wish to create. 
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THE AGRICULTURAL PROBLEM 


FREDERICK E. MURPHY 
President, The Minneapolis Tribune 


also look for a special formula for our agricultural re- 

covery. Our agricultural problem is a special problem 
within our national problem. It is complicated to a bewil- 
dering degree. It is made up of almost numberless contra- 
dictory factors which seem to defy all our efforts to align 
them into anything like a practical theory. Yet our agri- 
cultural problem with all its manifold difficulties is one that 
we must face courageously and intelligently. We must come 
to grips with its many and refractory facts, and somehow we 
must find an answer. 

Those who have watched the economic progress of the 
nation, are aware that America had an agricultural depression 
before it experienced this world-wide depression. We know 
that since 1920, with but few and temporary exceptions, the 
exchange value of the products of agriculture gradually has 
been sinking lower and lower. When stocks were at their 
highest, when factories were operating day and night with 
constantly increasing wage scales, when professional services 
were in the greatest demand, and the economic millennium 
seemed to have arrived, with mass production, mass con- 
sumption and higher and higher wages, the general price 
level of agricultural products was declining. We know that 
farm mortgages were being foreclosed, that banks were failing 
in the agricultural districts. 

We are forced to the conclusion that for a period of a few 
years, at least, the majority of this nation may revel in the 
benefits of prosperity, while 25 per cent of its people on the 
farms are sinking to distress levels. This actually happened 
in the period preceding the nation-wide depression. 

We may look back on that period of expansion with scorn 
and contempt. We may assert that it was false prosperity 
and that it was doomed by its inherent falseness 
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find its way into the lives of the 30,000,000 of our people who 
are on the farms—to come to a disastrous end. But there is 
no denying that in the years preceding 1929 the people of the 
United States, with the exception of the farmers, had more 
of the good things of life than ever before. 

We are justified in doubting that this condition could have 
long continued. But it is also equally questionable whether 
the low estate of agriculture had any important part in bring- 
ing to an end this era of all but forgotten prosperity. It 
might have gone on indefinitely, until the American farmer 
became a peasant. 

I am by no means convinced that such a development is 
economically possible. I am quite certain that it is not 
politically possible. And I am absolutely certain that it is 
ethically wrong. I do not believe that the United States, with 
a population of 120,000,000, can exist as a nation with 
30,000,000 of its people economically submerged, so long as 
they have political power in proportion to their numbers. 

No matter what we may think of agriculture, we are com- 
pelled to recognize economic facts, and facts are under no 
obligation to be pleasant. Facts seldom take the trouble to 
flatter us. 

Let us look at the facts. 

First of all we must recognize that the exchange value of 
agricultural products, the world over, is declining. There 
may be many reasons for this. The world is becoming more 
and more productive. It produces more and more food, and 
the mechanization of industry has decreased the per capita 
requirements for food. The pick and the shovel, the scythe, 
the hoe, the fork and the sledgehammer have disappeared ; 
and power instruments have come to take their places. Even 
the home has become mechanized. 

The horse has disappeared from the city; and the acres of 
farm lands that were once devoted to producing the oats and 
hay that furnished the power for city trucking and hauling 
as well as for farm work are now—by the use of gasoline— 
thrown back to produce more food for humans. 

Coincident with this decreased demand has come a rapid - 
increase in the world production of food. In the last forty 
years the world production of wheat has doubled. That of 
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the United States has increased from 378,000,000 to 8g2,- 
000,000 bushels; that of Canada from 42,000,000 to 304,- 
000,000 bushels; that of India from 229,000,000 to 347,- 
000,000 bushels; that of Argentina from 31,000,000 to 
219,000,000 bushels; that of Australia from 27,000,000 to 
171,000,000 bushels; and so the story of increased food pro- 
duction goes. 

Medical and sanitary science have made the tropics habitable 
for the white race to supervise and develop tropical production 
of new foods and substitutes for old foods. The tropics with 
their breech-clout labor have thus been brought into ruinous 
competition with the farmer in the temperate zone. 

One has but to observe the increased use of such a product 
as coconut oil, to realize the change that has taken place. 
The average annual importation of coconut oil in the period 
from 1921 to 1925 was 392,000,000 pounds, but it increased in 
1930 to 655,000,000 pounds. The average import of palm 
and palm kernel oil from 1921 to 1925 was 89,000,000 pounds; 
for 1930 it was 250,000,000 pounds. And while we are 
importing these oils, the American farmer is forced to export 
a billion pounds of animal fats each year. In 1924 the United 
States was exporting more oils, oil materials, animal and 
vegetable fats than we are importing. But in 1929 our 
imports exceeded our exports by approximately one billion 
pounds. This, of course, is what is driving the dairy, hog 
and cattle producers into a frenzy. The increase in world 
production from 1923 to 1929 amounted to five billion pounds. 

Coconut oil has fallen in price from 18 cents in 1918, to 
4% cents in 1931. During the same period cottonseed oil has 
fallen from 24 cents to 7 cents; tallow from 17.9 cents to 4.3 
cents. Other vegetable and animal oils and fats have shown 
similar price declines. 

The world production of vegetable oils in 1929 was not far 
from twenty billion pounds, or ten times the butter production 
in the United States. The American farmer has to compete 
not only with the tropics, but with the ocean as well. The 
world production of marine animal oils in 1931 is estimated 
at one billion seven hundred and fifty million pounds. Of 
this, nearly one billion five hundred million pounds was whale 


oil. Whale oil is now used for the making of butter substi- 
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tutes in Europe, and to a small extent in the United States; 
otherwise, it chiefly goes into soap-making. 

The American farmer finds himself in desperate competition 
with the fecundity of the tropics and the teeming animal life 
of the ocean, while he struggles with the less bountiful soil 
along the forty-fifth parallel of latitude. 

The American farmer also finds himself at a grave dis- 
advantage in the matter of transportation. A large percent- 
age of our industrial and commercial population lives on or 
near the seaboard and is more accessible to foreign markets 
for food and industrial raw materials than it is to the center of 
our agriculture. A very large proportion of American agri- 
cultural products comes from the central states, which average 
a thousand miles from seaboard, in contrast with Argentina, 
Australia and other countries, where most agricultural prod- 
ucts are produced relatively close to tidewater. Ocean rates 
are extraordinarily low. In contrast with these low water 
rates, are the high domestic railroad rates, which must be 
paid on the mass of agricultural products from the farms of 
the Mississippi Valley. Flax is grown a few hundred miles 
from the seaboard in Argentina and laid down at New York 
at a price which the North Dakota flax-grower can never 
hope to meet. New Zealand sells butter in San Francisco. 

These facts cannot be dismissed with the reflection that the 
United States is predominantly an industrial nation. The 
farmers cannot be carried along by the highly paid factory 
workers, for the simple reason that there are too many farmers. 
In the Annalist of August 12, 1932 was published an analysis 
of the occupational census of 1930. Out of a total of 48,- 
830,000 gainfully employed persons in the United States, there 
were 14,111,000 in the mechanical and manufacturing in- 
dustries. These figures include the proprietors and executive 
officials, the building and printing trades, and a variety of 
occupations outside the factory, in which men generally work 
for themselves. 

In agriculture there were 10,472,000 persons employed. 
The fourteen million industrial workers cannot hope to carry 
the ten million agricultural workers. This enumeration of the 
agricultural workers does not take into consideration the 
millions of others who are dependent directly or indirectly on 
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the farm group. Economic equilibrium demands that the 
farmer must be able to exchange his products for a fair share 
of the products of industry. This exchange he has not been 
able to make for over a decade. 

The farmer cannot be viewed as a mere dependent upon 
industry. In the American economic set-up, the farmer 
must be viewed as a consumer as well as a producer. So 
any theory of mass production and mass sales and high 
industrial wages, unless it includes a high exchange value 
for the farmer’s products, must inevitably produce economic 
disequilibrium. 

Industry cannot evade the difficulties that confront the 
American farmer by the blind theory of “subsistence” farm- 
ing. Subsistence farming is but a euphemism for peasantry. 
The peasant farmer is not and cannot be a consumer of in- 
dustrial products, and farming reduced to a mere mode of 
life has no place in America. Industry cannot afford to 
ignore the buying power of thirty millions of our one hundred 
and twenty million people. Industry cannot exist solely on 
the buying power of industrial workers; therefore for the 
purely selfish reason of self-preservation, industry must assume 
direct responsibility for restoring the farmer to his proper 
role of a consumer. 

We must face the fact that in America we have nearly a 
billion acres of arable land divided into some six million 
farms on the products of which depends one-fourth of our 
population. We must face the fact therefore that these billion 
acres cannot continue to produce food for human consumption 
at a profit to the American farmer. 

Some agricultural economists and business men advocate 
that the agricultural plant must be reduced by segregating 
marginal areas. This plan holds an appeal for me, but know- 
ing regional prides and political expediencies as I do, I 
rather favor charging industry with finding some method by 
which these marginal acres to the extent of 50,000,000 can be 
profitably employed for purposes other than the production 
of food. If 50,000,000 of our food-producing acres could 
be diverted to the production of raw materials, such as wall 
board, newsprint, casein and similar products for industrial 
purposes, our surplus problem would be relatively simple. 
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There are only 55,000,000 acres in the United States devoted 
to the raising of wheat so you can see what 50,000,000 acres 
taken out of production of foods might do. I believe it can 
be accomplished if industry seriously attempts it. I realize 
that it is much easier to state the problem than to solve it, 
but I feel the necessity of stating it because industry does not 
appear to realize that the problem exists. 

I presume that my own profession—journalism—is as much 
to blame for this indifference as any other. Our newspapers 
pay great attention to the other details of our economic life— 
shipping, financing, manufacturing, mining—sports and 
politics—while little or no thought is given to agriculture. 
What thought is given to agriculture is a reflection of the 
attention paid to farm politicians in Washington. Your 
Washington correspondent has the political viewpoint rather 
than the economic. When our metropolitan newspapers 
realize, as they must some day, the national importance of the 
economic phases of this nation’s farm problem, we shall begin 
to see the light. The best brains of the country will be 
loaned to agriculture, not because of altruism, but because 
industry will understand that it must help develop its sales 
market as well as exploit it. 

The American market is, and apparently for a long time 
to come must be, the principal market for the American 
farmer, with the exception of the cotton and tobacco grower. 
We consume over 99 per cent of our beef, veal, mutton and 
lamb; over 96 per cent of our pork; 99 per cent of our oats; 
99 per cent of our rye; 99 per cent of our corn; 92 per cent 
of our oranges; 84 per cent of our apples; 99 per cent of our 
potatoes ; 99 per cent of our peanuts; 98 per cent of our beans; 
and 100 per cent of our flax and hay. As against this domestic 
consumption we export about 55 per cent of our cotton; 41 
per cent of our tobacco; 18.5 per cent of our wheat and 33 
per cent of our lard. Our exports of lard are forced on us 
largely because of our importation of tropical fats and oils, 
which are used as substitutes for the animal fats produced 
on our farms. 

No consideration of the part that agricultural prosperity 
must play in the restoration of general prosperity can be 
complete without a consideration of the world trends that had 
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their inception in the World War. Before the war came to 
an end, Europe was bankrupt. Practically every European 
nation became a debtor nation. The net result of Europe’s 
post-war condition was a determination to become economically 
self-sufficient. Europe went farther and farther into debt. 
Now, being in debt, it has to sell and it cannot buy. Almost 
without exception European nations have surrounded them- 
selves by high tariff walls. 

Tariff battles are being fought on every frontier. These 
tariff walls constitute a blockade almost as effective as that 
maintained by the British Navy in the North Sea. Inter- 
national trade is stopped, and with its stoppage comes the 
curtailment of domestic production, which in turn curtails 
domestic consumption, and one of the effects of this is that 
farm products are going begging at any price in the United 
States today. 

Intergovernmental debts are at the bottom of the difficulty, 
and the fundamental cause for the stoppage of international 
trade. Intergovernmental debts have forced all the debtor 
nations on a buyer’s strike. The debtor nation obviously must 
sell more than it buys. The tariff is the device by which 
debtor nations seek to gain a favorable balance of trade in 
order to meet their debt requirements. When every nation 
refuses to buy and strives only to sell, we have an economic 
stalemate, reminiscent of trench warfare. 

And thus it comes about, that the products of the American 
farm are being sold in diminishing quantities in Europe, and 
at prices which will not sustain the American farmer. 

European nations are today taxing their people heavily to 
this end. Germany has a duty of $1.87 on wheat; France, 
84 cents; Italy, $1.23; Austria, 64 cents; Czechoslovakia, 97 
cents; Poland, $1.76; and the limit of absurdity is found in 
Greece with a tariff duty on wheat of $7.99 a bushel. Europe 
is forcing the growth of its own agriculture by keeping out 
the products of the great food-exporting countries. 

The fear of another war undoubtedly plays a part in this 
determination to attain a food self-sufficiency. So, in this 
complex world, it has come about that the intergovernmental 
debts and nationalistic fears of Europe have a pronounced 
effect on the welfare of Dakota and Nebraska farmers. It 
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has thus come about that the lack of peace and good will 
among men, in far distant lands, means dollars and cents 
to the hog-raiser of Iowa. 

It follows that the removal of these causes for suspicion and 
hatred will redound to the benefit of the American farmer. 
Unless the United States adopts a policy of isolation, which 
includes a system of bounties, sufficient to insure the American 
farmer a fair exchange basis for his products, he must look 
to the prosperity, peace and confidence of Europe for any 
immediate benefit to agriculture. So long as the nations of 
Europe live in fear of another war, so long will they con- 
tinue to force their own agriculture, by the exclusion of food- 
stuffs from the Western continent. So long as vast armaments 
and heavy taxation continue to curtail the buying power of 
Europe, so long will the food products of the Western hemi- 
sphere go begging in search of a buyer. So long as the inter- 
governmental debts hang over Europe, so long will this tariff 
war be waged to the detriment of all and not the least to the 
detriment of the American farmer. 

To the extent that disarmament and a revision of govern- 
mental debts reduce this need for self-sufficiency, to that extent 
is there hope for American agriculture. If the nations of 
Europe confine their productive efforts to those lines which 
their natural advantages and national talents make economic- 
ally profitable, markets may be found for our surplus. To 
that extent the American farmer has a very real interest in 
the League of Nations, the World Court, the revision of war 
debts and the peace psychology of Europe. 

But after we have settled the question of intergovernmental 
debts, the fundamental problem of American agriculture will 
still await solution. We shall still have to consider our 
domestic allotment plans, our mounting wheat surplus, our 
floods of tropical oils, our transportation problem, our farm 
debt problem, and a score of other problems that must be 
settled in this country, rather than in Europe. The settle- 
ment of the intergovernmental debts, disarmament, and the 
removal of trade barriers are matters of the greatest immediate 
importance to the American farmer. But even so they do 
not go to the root of his troubles. 

Since industry is concerned fully as much with the con- 
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sumption as it is with production, it would appear that it is 
of the gravest import to industry that agriculture should attain 
the consumptive capacity which its productive capacity justi- 
fies. The only method by which this can be achieved is to 
accord to agriculture a fair exchange for its products. In 
the changes in our social and economic systems that will 
inevitably follow the present period, agriculture must receive 
the consideration that its part in our social and economic life 
demands. 

The problem is squarely up to the leaders of industry and 
finance. It is they who must solve the problem. Too long 
have they looked upon it as a political rather than an economic 
problem. Too long have they viewed it as something of 
interest only to the West while they have scurried around the 
world looking for new markets. The time is past when the 
problems of agriculture can be left exclusively to agricultural 
economics and agricultural experts. The financial and in- 
dustrial economists must set to work on this problem. They 
must discover ways and means for the industrial utilization of 
our surplus and marginal acreage which is glutting the 
world’s food market. We have these acres and we have 
people on them and from a purely selfish standpoint it is up 
to our industrial and financial leaders to see that they have 
consumptive power. 

This is a plain business proposition. We have thirty 
million American people who do not have to be trained or 
cajoled to the usage of American-made goods. Their standard 
of living requires no elevation. They constitute the best 
market that exists today for American industry, and American 
industrial leaders will be incomprehensibly blind if they do 
not see this opportunity. 

By now we all realize that the agricultural problem is not 
a problem that concerns the farmer alone, it concerns banks 
and all other loan agencies. Bank failures and mortgage 
foreclosures have made that clear to us. It concerns our 
transportation agencies. And it concerns our industrial 
agencies. American industry can no longer delude itself that 
cheap food means cheaper labor and cheaper production. 
Cheap food no longer means cheap labor. Cheap food means 
less buying power among thirty millions of our people. It 
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is your problem, gentlemen. It is a problem that demands 
the best brains of the country and it is one that can no longer 
be shoved into the background as something that will be 
settled by the passage of time. You have at your command 
the successful leadership of this nation. Within any one of 
the boards of directors on which you sit, there is more in- 
telligent leadership than can be credited to all the farmers of 
this country, sympathetic and well meaning as are most of 
our farm leaders. I ask you, as a representative of a vast 
agricultural empire, that has made your industrial, financial 
and commercial successes possible—an empire upon whose 
prosperity your prosperity depends—I ask you to accept a 
responsibility that rests squarely upon you. 

I cannot conceive that we will ever have a prosperous 
America, with one-quarter of its population steadily sinking 
to the low level of peasantry. We must face this fact, other- 
wise any plan of recovery which we may contemplate, will 
have within it a serious flaw that will quickly bring about its 
failure. 

On the other hand, if American industry and American 
finance will set their minds to the solution of the farm problem, 
I am sure we can bring about an era of prosperity to the 
United States which will be continuous and free from the 
disastrous slumps that have marked our past. We can bring 
about a social contentment that will make for the security of 
our government and the principles upon which it was founded. 
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TARIFFS AND TRADE BARRIERS IN RELATION 
TO INTERNATIONAL TRADE 


GEORGE B. ROORBACH 
Professor of Foreign Trade, Harvard University 


HE international trade of the world is caught in one of 
| the most vicious of vicious circles. Expanded, like 
most other business enterprises during the post-war 
boom, to unprecedented heights, foreign trade was very quick 
to suffer when the world depression set in. The collapse of 
prices, the sudden drying-up of international lending, the 
financial flight of nations over-burdened with debts were the 
more severe in their effects on international trade because of the 
intensity of a nationalism that since the end of the Great War 
had sought to create national economic independence in a 
world which for 150 years had constructed its industrial life 
on the basis of an expanding international commerce and a 
growing mutual economic dependence, nation upon nation. 
In the earlier stages of the depression, national governments 
sought to stem the tide by the familiar method of increasing 
tariff duties, already high, in order to shut out cheapened 
imports that appeared to threaten established industries. 
Later, as the depression deepened, threatening the stability of 
national finances and currencies, still further duties were added 
not for the purpose of protection of home industries, but with 
the aim of replenishing national revenues, balancing budgets, 
stopping the outflow of gold, and preserving national cur- 
rencies. Tariffs being inadequate for these purposes, quicker 
means of restraining imports were employed—import quotas, 
licensing of imports, actual embargoes on foreign goods. 
These measures in turn created resentment and suspicion on 
the part of other nations and consequently further restrictions 
to trade were set up, often in retaliation, always with the con- 
viction that home industries must be protected against foreign 
goods and national finances saved. Still unable to arrest the 
collapse of national finances by tariffs and quotas, some nations 
[224] 


N 


} 
| 
| 
} 
i 


No. 2] TARIFFS AND TRADE BARRIERS 85 


finally resorted to the restriction and control of foreign ex- 
change. As a result, international credits were frozen, the 
settlement of international business obligations blocked, ex- 
ports further lessened. Thus, each succeeding measure of 
attempted relief further curtailed the flow of trade; and the 
curtailment of trade in turn gave rise to additional and more 
drastic methods of restriction. And so the vicious circle was 
set in motion, and each succeeding turn has whirlpooled inter- 
national trade to lower levels and multiplied the barriers to 
its flow. And the end does not yet appear. 

The decline in international trade is indicated by the fact 
that the value of world commerce in 1931 was 40 per cent less 
than the average for 1925-29 and the volume 26 per cent less.* 
The declines in 1932, as compared with 1931, have been even 
greater. The trade of the United States declined more than 
that of any other important commercial nation. From January 
1930 to January 1932, the exports of the United States fell 
in value 64 per cent, as compared with 53 per cent for Japan, 
49 per cent for Germany, 47 per cent for the United King- 
dom.” The percentage decline in values of United States 
trade is given in the following table. 


United States Foreign Trade ® 
Percent decrease in values 


1930 from 1929 1931 from 1930 1932” from 1931» 


Exports (total) ........... 26.7 37.1 36.1 
Finished goods exported .... 25.0 41.0 47.3 
Crude materials exported ... 27.4 31.7 10.3 
Exports to Europe ......... 21.5 35.5 38.2 
Exports to South America.. 37.4 53.0 50.2 
Imports (total) ........... 30.4 31.7 32.4 


® Source: United States Chamber of Commerce, Our World Trade. 
> First half-year. 


The largest declines in American exports during 1931 and 
1932 have been in manufactured goods, by far the most 
important group of American exports. Exports of this group 
fell 41 per cent in 1931 and 47.3 per cent in the first six months 


1 League of Nations, World Economic Survey 1931/32, p. 155. 


2The following table shows the percentage decline for a number of 
countries: (see next page) 


[225] 


| 


86 STEPS TOWARD RECOVERY [Vor. XV 


of 1932, while crude material exports in the same periods fell 
31 per cent and Io per cent respectively. 

The largest exporting country, the United States was in 
an especially vulnerable position in respect to its foreign trade, 
as the world depression grew in intensity. The remarkable 
expansion of American trade in the post-war decade and up 
to 1929 was to an important degree made possible by the 
world demand for equipment material—at first material for 
restoration of the war-devastated areas, and later, equip- 
ment for establishing or expanding productive capacities, since 
almost all countries set out after the war to make themselves 
self-sufficient economic units. This type of goods the United 
States was able to supply to great advantage. The post-war 
exports of the United States became predominantly manu- 
factured goods, and particularly equipment goods for factory, 
mine, office and plantation; automobiles and trucks; and those 
other specialized goods dependent upon large-scale, standard- 
ized production in which American industry was especially 
efficient. Desired by foreign countries to carry out their 
programs of building up industrially self-sufficient areas, these 
goods were less affected by protective duties than were most 
manufactures. 

The United States not only produced to greatest advantage 
these types of goods for export (and in addition many raw 
materials for industry, such as cotton, copper and petroleum), 
but financed the export trade by unprecedented foreign loans. 
Thus it was that by the end of the post-war decade, American 
exports reached a value of over $5,000,000,000, of which 50 
per cent were finished manufactures. 


Imports Exports Imports Exports 
590 70 60 48 
Yugoslavia ........ 59 65 South Africa ...... 48 47 
United States ..... 58 64 United Kingdom... 39 47 
Czechoslovakia .... 48 61 51 46 
A 63 57 Roumania......... 61 43 
nies 36 54 50 40 
37 53 26 33 
51 51 Argentine ......... 53 31 
New Zealand ..... 49 50 ae 45 21 
Switzerland ....... 21 50 
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It was inevitable that the depression should affect trade of 
this character with unusual severity. Lending, which was so 
largely supporting the export structure, was at once cut off. 
Foreign demand for industrial and other equipment purposes 
was halted; falling prices lowered the buying power of our 
customers; our own high protective duties curtailed payments 
of debtor countries and further weakened the buying power 
of the foreigner for our goods. These conditions in turn 
undermined foreign currencies and stimulated the increased 
number of tariff and other barriers against our trade, partly 
in retaliation, more largely as a frantic effort to stem the tide 
of financial and monetary collapse. Thus, at the end of 
1932, foreign trade is demoralized, in volume back to pre- 
war levels, and continuing to decrease. 

Modern industrial development which, through the applica- 
tion of power to machinery, has made possible the tremendous 
increase in man’s material welfare, has been possible only 
because at the same time international trade has also been 
developed in ever-widening circles. International trade is a 
necessary corollary of industrialization. The one cannot take 
place, nor be maintained, without the other. To go back to 
regional self-sufficiency is equivalent to going back to the 
spinning wheel and the hand loom. It is to go to lower 
standards of living, to longer hours of labor, to less of leisure 
and comfort. Not less, but more, trade flows as all nations 
swing into the full powers of their productive activities. 

And this applies to larger areas and to smaller—less, of 
course, to countries of continental proportions like the United 
States than to small regions like Holland or Belgium. To 
circumscribe the limits of trade to less than the whole world 
is to circumscribe by that extent the opportunities for in- 
dustrial expansion and the standards of living of even the 
largest and richest nations. Foreign trade restoration appears 
to be an essential step in the road toward recovery. Industry, 
agriculture, forestry, mining, shipping, banking and finance, 
domestic trade itself, are inextricably interwoven with inter- 
national trade. Self-containment cannot be the solution of 
our problem of depression. To stop up the channels of trade 
is to make impossible the full functioning of our modern 
industrial life and progress. 
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But any solution of the problem of the restoration of inter- 
national trade to the point where it will permit the normal 
and orderly development of world economic affairs must rest, 
it seems clear, upon international codperation. No nation, 
nor group of nations, can of itself create the conditions that 
will break down the existing barriers. 

Lying at the basis of our international trade difficulties, 
doubtless, was the recrudescence after the war, and largely 
as a result of the war, of a particularly acute type of national- 
ism that refused to recognize the interdependence of the 
world’s economic life. The raising of tariff and other barriers 
to unheard-of heights in the after-war period occurred at a 
time when high protective tariffs were sure to have a more 
demoralizing effect upon world economy than normally tariffs 
would have. These tariff barriers were raised when the 
belligerent nations on both sides were struggling to get back 
on their feet. And most of these nations were normally de- 
pendent upon foreign trade to an unusual degree. The high 
tariffs raised by their former customers were serious handi- 
caps even had no other hindrances to trade been present. 

At the same time, however, these nations had become 
burdened with staggering debts—debts contracted to pay for 
absolute losses caused by the fearful destruction of war and 
not for the creation of productive enterprises that in time 
might become self-liquidating. At the same time the citizens 
and business firms of these nations, and of neutral nations 
everywhere, contracted other debts for the equipping, often 
the over-equipping, of their productive enterprises. The pay- 
ment of these debts, both the war debts and the private debts, 
required, of course, the flow of goods from debtor to creditor 
in even larger amounts than normally, if restoration of pro- 
duction and the maintenance of national credit were to be 
achieved. 

Thus developed after the war two absolutely contradictory 
situations in world economics. On the one hand, the raising 
of barriers to restrict the flow of commerce; on the other hand, 
the creation of international debts requiring large payments 
between nations that could be liquidated only by the flow 
of goods. 


The full force of the tariff restrictions on trade, however, 
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was not felt until after the depression broke in 1929. Follow- 
ing that year the shutting off of international investments and 
lending made it necessary that debt and interest payments be 
effected in goods or gold; no longer in credits or by the 
creation of new debts. The attempts by debtors to achieve 
this result, i.e. payment in goods, at once resulted in further 
restrictions by the creditors upon imports. Duties were raised, 
and, to give quicker action, quotas and prohibitions on imports 
were set up. The debtor nations, on the other hand, finding 
the value of their exports declining, both because of the 
falling prices of their export commodities and because of the 
higher foreign tariff walls the exports must surmount, also 
began raising their tariffs and setting up restrictions and 
embargoes of their own. At times, this was done to augment 
declining revenues ; sometimes in retaliation against what were 
considered unfair restrictions by stronger nations; more often 
in defense of national finances and currencies. Imports of 
merchandise, it was argued, must be restricted in order to 
maintain a favorable balance of trade; to avert national bank- 
ruptcy by stopping the outflow of exchange which was desired 
for foreign debt payments; or to halt the outflow of gold in 
order to preserve the nation’s currency. 

Even more drastic means were resorted to when the debtor 
countries undertook the control of exchange, parceling out 
such amounts as they deemed wise to meet the absolute 
necessities of imports and of debt payments. Thus foreign 
traders and investors have been compelled to see their funds 
“frozen” in the debtor country, and have been unable to 
get payment for goods or interest or dividends on their invest- 
ments. Government control of exchange transactions is in 
effect today in 31 countries. Thus while creditor nations were 
increasing barriers to imports to protect their local industries 
from “debt dumping” and “‘ exchange dumping ”’, the debtor 
nations were restricting their imports for protection of their 
finances and currencies. 

Even these devices were insufficient in many cases to save 
the currencies; and today many countries have suspended 
gold payments and allowed their currencies to depreciate. 
Between September 1931 and June 30, 1932, the currencies 
of 22 countries depreciated 5 per cent or more. This, of 
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course, resulted in a movement for still further restrictions of 
imports by the gold standard countries to save themselves 
from the evils of exchange dumping. Thus both imports and 
exports continue their downward course. 

In the light of these facts, it is clear that national defensive 
measures are inadequate, if not wholly futile. The experience 
of the past three years shows that preventive and defensive 
measures taken by one country are soon nullified by the action 
of another. Intended to alleviate, they actually aggravate 
the disease. Trade continues to drop and international nerves 
become more on edge. Doubtless certain defensive measures 
are useful temporarily to lessen the harm, the demoralization, 
that may result in one country from inflows of goods made 
cheap by sudden currency depreciation in another. These 
expedients at best can give only temporary relief; they cannot 
restore the stable conditions that would allow the development 
of a dependable and prosperous trade. 

Regional agreements, like national defensive measures, fail 
to offer any great promise of solving the problem by freeing 
trade from its present shackles. The Ottawa pacts are not 
encouraging in this respect. The net result appears to be not 
a lowering of trade barriers. Certain new tariffs on imports 
into Great Britain have been established—notably the duty on 
wheat—and others have been raised in order to make it 
possible to grant preferences to the Dominions. And many 
of the important tariffs of the Dominions have been raised 
still higher against non-Empire countries, in order that the 
Dominions may grant Great Britain preferences without 
diminishing present duties.. A serious question may be 
raised whether such arrangements, reached by sharp bargain- 
ing on both sides, do not fasten upon the bargaining parties 
conditions that limit the wider and more adequate solutions 
that are necessary to free trade from its hampering restrictions. 
The history of “ bargaining’ and “ preferential’ agreements 
holds out no promise of remedy in this direction. They are 
defensive methods, rather than constructive attacks on the 
problem. 

Merely to widen the areas within which trade is allowed 


1 Economist, London, Oct. 22, 1932, Ottawa Supplement. 
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greater freedom, while maintaining trade restrictions between 
these larger areas, is not to speed, but to delay the process 
of recovery. Is it likely that a closely knit British Empire, 
even with complete freedom of trade among its own members, 
can restore its normal prosperity, not to say reach higher 
levels of progress, if it restricts its relations with the United 
States of America or with a United States of Europe? The 
experiences of the past ten years indicate the interdependence 
of continents as well as of their component national units. The 
crash of the Credit Anstalt in Vienna at once reverberated in 
America; and the stock market crash in America in 1929 
was soon felt in Europe and around the world. 

Likewise, the attempts of private business organizations to 
control prices and trade are defensive measures that tend to 
raise barriers rather than to remove them. This appears to 
be the net result of the movement of cartels and of trade 
combinations such as those organized under the Webb- 
Pomerene Act. For the most part, they have failed to bring 
about stabilization over any prolonged period; often the 
attempts have ended in greater demoralization. We need 
only to recall the history of the rubber-control plan or of 
copper or nitrates to doubt the efficacy of such controls. 

Any solution of the problem of releasing international trade 
from its existing barriers must, I repeat, start with the removal 
of the chief causes that have been responsible for the creation 
of such barriers. Among these causes, two are outstanding— 
first, the nationalism that has refused to recognize the economic 
interdependence of nations, and second, the war debts which, 
through their effects on the trade, the finances, the currencies, 
and the political relations of nations, have both strengthened 
the movement for higher tariffs and at the same time set up 
other defensive measures that have dammed the flow of trade. 

We must keep in mind that nations have inaugurated many 
of their restrictive measures reluctantly and as a last resort in 
the face of threatened financial and monetary collapse. 
Retaliation, it is true, has sometimes motivated these national 
measures, but in large measure individual nations have erected 
barriers not in spite, not in unfriendliness, but hesitatingly, in 
the face of actual or of supposed necessity. The man in the 
street, the politician, and many intelligent men have too often 
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looked upon the acts of neighbor nations only as acts of 
unfriendliness, of diabolical cunning directed against Uncle 
Sam, whereas actually they were results of unusual conditions 
for which all are to a greater or less degree responsible. It is 
for this reason that barriers to trade not only serve as impedi- 
ments to world economic relations, but are fruitful sources of 
misunderstanding and enmity and international friction. If 
trade is to be restored we must look to the removal of causes 
rather than to palliatives or defensive measures. 

With respect to both of the major causes—namely, economic 
nationalism and war debts—international agreement and inter- 
national action are requisite. The United States, by virtue 
of its tremendous economic power, bears great responsibility 
for leadership both in adoption of domestic policies that will 
tend to remove the causes of economic conflict and in establish- 
ing codperation with other nations. The recognition of the 
interdependence of nations is, I believe, surely dawning among 
the American people; the futility of following policies of isola- 
tion is being acknowledged. Education and experience are 
pointing the way. The irreconcilables in international affairs 
must be, as they are being, forced from the stage. We are 
beginning to see that our tariff is not a domestic issue; it 
concerns all people and all nations. But this development of 
public opinion is slow and difficult. Will it develop in time? 

Our leadership, if asserted now in calling a halt to the rising 
tide of tariffs at home, would have tremendous influence 
directly in bringing about tariff reasonableness everywhere 
and indirectly in establishing a saner and more hopeful out- 
look. It would give stimulus and hope to international agree- 
ments looking toward the lowering of tariff barriers. The 
world awaits our leadership in moves toward tariff modifica- 
tions as it has followed our lead in tariff increases. This does 
not mean the abandonment of protection and a return to free 
trade; it does mean a more reasonable and selective protection 
and a move toward greater freedom of trade in the interest 
of our own welfare, and the welfare of all. It would indicate 
our willingness to codperate in international agreements for 
the reduction of tariff barriers. 

Of no less importance for the breaking down of trade 
barriers is the settlement of the war debts problem. Here, 
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again, the United States holds the key position. As the 
ultimate creditor on war-debt account, as well as one of the 
largest creditors on private account, our material interests 
are great and likewise our responsibilities. And yet, if war 
debts in combination with the desire for national self-suffici- 
ency are the major factors in our international trade troubles— 
and they appear to be so—then war-debt settlements are 
imperative if permanent relief is to be obtained from excessive 
trade restrictions. It is possible that the debt problem can be 
settled without our aid—by repudiation—but who would wish 
to reap the harvest of evils that would follow from such a 
settlement? But settlement must be made. There is no 
escape from it. 

By recognizing this fact now, by showing a willingness to 
discuss it, by indicating at least a trace of magnanimity in 
granting some relief, we can reap a harvest of good will 
abroad as well as material benefits at home. At Lausanne the 
debtor countries took a tremendous step forward in wiping 
out reparations. The Lausanne accord was the first ray of 
real hope in the whole war-debt mess. If we would consoli- 
date the small gains made by that united effort, the United 
States must now codperate in the settlement of the inter-allied 
debts. And we must act at once. World recovery hangs in 
the balance as we decide. 

The economic world cannot continue to function with both 
trade restrictions and the existing debt agreements. Modifica- 
tions in both must be secured if we wish to see the resumption 
of normal trade, the flow of investments, the employment of 
populations, the fuller utilization of the world’s resources and 
wealth, and the general rise of the well-being of the average 
citizen in all lands. The task is tremendous, sacrifices of 
vested interests in all lands must be made, even national 
aspirations must be modified. But larger sacrifices will be 
required if settlement is not made. 

Unless we choose permanently to limit our material wealth, 
to keep our living standards at lower rather than at higher 
levels, to halt the progress of industry and keep it from 
reaching the productivity of which it is capable; in short, 
unless we chose to block the progress of civilization itself we 
must find a way to keep open the channels of commerce between 
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nations. And this means the lowering of trade barriers by 
adopting a sane attitude toward our position and responsibili- 
ties in a world economic order, and it means a quick and 
satisfactory settlement of the war debts. 
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DISCUSSION : MAJOR PROBLEMS OF READJUSTMENT? 


CHRIS L. CHRISTENSEN 
Dean of the College of Agriculture, University of Wisconsin 


to present a point of view which I think is basic, fundamental 
to the future economic and social progress of the United States. 

We are not likely to get far in improving economic conditions 
until and unless we honestly and earnestly tackle the task of restoring 
the buying power among our 32 million people on our farms—and 
of another 20 million engaged in furnishing goods and services 
directly or indirectly related to the agricultural industry. When 
the buying power of the farms declines, its effect is immediately felt 
by millions of other people engaged in supplying goods and services 
to our farming population. 

The farming plant—land, buildings, livestock and equipment— 
of these United States had a pre-war value (average 1910-14) of 
around 46 billion dollars. This rose to 79 billion in 1919 and 
dropped to 52 billion in 1930. Were figures available, they would 
undoubtedly indicate the agricultural worth of the nation at present 
to be less than that of the “ golden era” preceding the outbreak of 
the world conflict in 1914. 

Let us look at this great industry from another angle. The gross 
income of farmers approached 17 billion in 1919 and is now less 
than one-third of that amount. The purchasing power of one- 
fourth of our total population is markedly less than it was in 1914, 
and only one-third, measured in terms of dollars, of what it was ten 
years ago. This purchasing power is further reduced by the fact 
that fixed expenses such as interest and taxes remain at their former 
high levels and as a result absorb larger and larger portions of the 
farmers’ income. Between 1919 and 1932 the annual gross income 
of farmers decreased from over 16 billion dollars in 1919 to about 
5 billion dollars in 1932. This is a shrinkage of 11 billion dollars 
of annual income, an amount equal to the inter-allied debt. 

It is readily apparent that an annual shrinkage of several billion 
dollars in gross income to farmers will have a disastrous effect upon 
the industrial life of the nation. It is this curtailment in the buying 


| N the ten minutes alloted me for discussion, I shall attempt 


1 Discussion under the ten minute rule, at the Second Session, following 
the presentation of papers by Messrs. Buckland, Wolman, Murphy, Roorbach 
and McAneny. 
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power of our farm population that has slowed down in part the 
market demand for manufactured goods and services supplied by 
our urban people. 

Both as individuals and as members of the public it is well for us 
all to appreciate that the agricultural industry of the United States 
presents one of our greatest problems—and at the same time our 
greatest business opportunity. 

A basic and fundamental issue, confronting our agricultural in- 
dustry, is whether the United States will adopt and pursue foreign 
trade policies which look toward the opening of international out- 
lets or policies that will force agriculture to reduce its farm out- 
put to domestic requirements. This, it would seem, is a clear-cut 
issue. We only befog the situation when we go no deeper than to 
assume that the agricultural depression is merely a part of the in- 
dustrial depression and that both go to make up the economic diffi- 
culty in which the world now finds itself. We shall hasten the 
solution if we recognize that the agricultural depression in the 
United States has certain distinguishing characteristics of its own 
and if we appreciate that the condition is due, in part at least, to 
causes quite separable from those affecting industry. 

This farm plant of ours has been developed since the beginning 
of the nation’s history on the basis of export outlets for all we cared 
to produce above domestic requirements. Normally 13 per cent 
of the produce sold off the farm must find buyers beyond our shores, 
Now only around 7 per cent leaves our ports. Industry, on the other 
hand, depends on exports only half as much in comparison to its 
total volume of production as does agriculture. 

Without question the amounts of agricultural products that nor- 
mally went abroad but now remain in our own storehouses exert a 
depressing effect upon farm prices far beyond their physical import- 
ance. This is indicated by the fact that the volume of agricultural 
production in the United States is not far from what it was twenty 
years ago, but agricultural prices are less than 60 per cent as high 
as they were then. 

To the extent that inter-allied war debts and high tariff schedules 
limit the ability of foreign customers to trade and buy our cotton, 
tobacco, pork products and wheat they are obstacles to the develop- 
ment of our foreign trade and serve to retard economic recovery. 
Hence it seems essential that an adjustment of inter-allied debts be 
made and that tariff schedules be lowered. 

Not unrelated to this condition is another important characteristic 
feature of American agriculture. This is the prevalence of a com- 
mercial type of farming. It is commercial in the sense that the 
average farmer is producing for a market. It stands quite in contrast 
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with the self-sustaining type of agriculture found in many foreign 
countries. In the great farming areas of the Middle West, the West 
and South our farmers are engaged in commercial agriculture. 

This commercial farming has given our farmers a cash income 
that has enabled them to buy a large portion of the output of our 
industrial plants. ‘The 32 million people on our farms—and another 
20 million people engaged in supplying services and goods related 
to farming activities—have provided a substantial part of the market 
for our industrial goods. We have developed a type of farm 
economy which enables tivese millions to buy lumber, farm machin- 
ery, automobiles, gasoline, motor trucks and tractors, telephone 
service, electricity for light and power, radios and furniture. 

In other words, ‘the business of farming and the farm population 
have afforded a large market for the products of our industry and 
have drawn heavily for services upon our transportation system, 
banking institutions and utilities. It is obvious that what happens 
to agriculture is of tremendous importance to all dependent industries. 

It naturally follows that the present situation brings agriculture 
face to face with the necessity of making a momentous decision. The 
United States should decide to act in accordance with a planned 
program upon one of two alternatives: shall the farm plant be dis- 
mantled to the reduced capacity required to meet domestic needs or 
shall we bend our efforts toward opening foreign markets sufficient 
to permit agriculture to operate at present production levels? 

Never in our history have other countries in peace times created 
so many political barriers designed to restrict the entry into their 
ports of farm and forest products. Tariffs of unprecedented heights, 
widespread use of import quotas and licensing systems, compulsory 
use of domestic products, production and export subsidies, and gov- 
ernment-fixed prices have served to shit out in goodly measure our 
staple commodities which normally go abroad in vast quantities. 

As examples of these restrictive measures, let me remind you, for 
instance, that Germany has a maximum tariff on wheat of $1.62 per 
bushel, a rate fully six times the amount received by many of our 
growers for last year’s crops; that Spain will not permit the im- 
portation of wheat or flour unless the domestic price of wheat is 
above 53 pesetas per 100 kilograms or around $1.20 per bushel at 
present rates of exchange; that Sweden maintains a monopoly on 
the importation of cereals, and has fixed the price of wheat at $1.35 
per bushel and rye at $1.12 calculated on the basis of exchange at 
par; and that France requires that her millers use from 50 to 97 
per cent home-grown wheat in the manufacture of flour. The pro- 
portion varies from time to time in accordance with the supply of the 
domestic product. These practices are widespread. 
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If we are not in position to reopen the channels of trade, then 
agriculture has no alternative other than to dismantle, in part, its 
present plant. This means, for example, that the country would 
reduce its cotton production on an average by one-half, its tobacco 
and lard by one-third, and its wheat acreage by one-fifth. All this 
would mean the continuance of farm foreclosures in wholesale num- 
bers, a diminishing farm population and a lower standard of living 
in the country, and an attendant lessening of the domestic market 
for manufactured goods. 

The situation affords a tremendous challenge to leaders and mem- 
bers of farm organizations, to educators, to those directing industry, 
commerce and banking, and to men elected to serve in state legis- 
latures and Congress as well as those occupying high executive 
positions. The times call for the highest statesmanship. 
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INTRODUCTORY REMARKS? 


HON. ALANSON B. HOUGHTON 


Former United States Ambassador to Germany and to Great Britain; 
President of the Academy of Political Science 


()*: of the privileges belonging to the Presidency of 


the Academy is the right on these dinner occasions 

to make aspeech. That right is not always exercised. 
It will not be exercised tonight—not that the speech is not a 
good one; it is; I wrote it myself and I know, but, as man to 
man, let me say to you that the responsibility of “ killing 
time ’’ until you can present a speaker at the microphone at an 
exact minute is simply child’s play compared to having half a 
dozen distinguished gentlemen who must get out shortly after 
ten in order to sail tonight on the Europa. It is a responsi- 
bility which I do not feel able longer to carry. I propose 
without further words to put it where it belongs, on the ample 
shoulders of Mr. Lamont, who will act as Toastmaster, and 
who needs, certainly, no introduction to this audience. Mr. 
Lamont! 


1 At the Annual Dinner Meeting. 
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PRIMARY STEPS FOR BANKING REFORM 


THOMAS W. LAMONT 


Of J. P. Morgan and Company; Trustee of the 
Academy of Political Science 


N°’ civilized country of modern times has suffered so 


cruelly from unscientific and inefficient currency and 

banking systems as has the United States in the last 
hundred and forty-five years. Within that period the country 
has gone through a long series of banking collapses, due 
largely to like causes and bringing to the American community 
prodigious losses. The serious banking troubles of a year 
ago, now happily over, were but another chapter in the 
melancholy record. 

But, contrary to the expressed opinion of many persons, this 
sad history has been due not to the machinations or deviltry 
of men or of groups of men; but largely to the inherent con- 
ditions surrounding the astonishingly rapid development of a 
whole continent. In banking the country’s experience and 
mobile resources have never kept pace with its expansion and 
with its changing conditions. Unwise, reckless and, in 
occasional individual instances, dishonest management have 
added to the difficulties. Today in the Federal Reserve 
System we have a thoroughly scientific and sound foundation. 
But the System’s scope is not yet broad enough, and the ills 
which the community has suffered in the last three years show 
clearly enough how much still remains to be remedied. 


The Two Banks of the United States 


For a century and a quarter attempts to develop a scientific 
banking system were generally blocked by the country’s con- 
tinuing and deep-seated distrust of centralized banking; 
despite the success of such banking systems in Great Britain, 
France and other European countries. The (First) Bank of 
the United States operated from i791 up to 1811, and the 
Second Bank of the United States from 1816 to 1836. The 
operations of both these banks had on the whole been so help- 
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ful that, if they could have been continued, our whole currency 
and banking history would have been far different. 

In the periods following the closing of these two institu- 
tions, wild-cat banking ran riot and confusion reigned. Mush- 
room institutions sprang up throughout the country. Many of 
them, without even a dollar of paid-in capital, issued their 
notes and then when times became difficult repudiated them 
with what, for those early days, were desperately heavy losses 
for the community to bear. 


Further Repudiation of Bank Note Issues 


The panic of 1837, which is historic in its extent and fury, 
came largely as a result of the mad inflation caused by the 
characterless banks, operating with none of the restraints that 
would normally be exercised by a centralized banking 
authority. And the panic and depression of 1857, which 
followed the collapse of the railway-building boom, were 
almost as bad. And again the guileless public, which is so 
slow to profit even by its own experience, suffered grievous 
losses from the multitude of bank failures. 


A Currency System Under Way 


The Civil War helped in a way to establish for the first time 
in our history a national banking system and a national system 
of uniform currency. As a consequence of the need to facili- 
tate the sale of Government bonds for war purposes was 
enacted the National Currency Act of 1863-1864, which pro- 
vided for the organization of banks under a Federal charter, 
and for a circulating medium secured by the deposit of United 
States Government bonds by these national banks. This was 
the system which, working well enough in prosperous times 
and badly enough in times of stress or fear, carried on until 
the Federal Reserve System was established in 1914. 

The panic and depression of 1873 and the years just fol- 
lowing came as an inevitable result of the repercussions and 
dislocations of the Civil War, and of the greenback inflation 
that accompanied and followed it. During a good part of 
the years following the country was so busily engaged in other 
measures, designed to establish the national finance upon a 
sound basis, that banking reform came slowly and haltingly. 
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The fight for the resumption of specie payments by the Govern- 
ment was won in 1878. Then the struggle for sound money 
as against free silver had to be fought out. That was won in 
the McKinley-Bryan election of 1896. Meanwhile, in 1884 
and 1893 we had widespread and severe banking troubles with 
a climax in the disastrous currency panic of 1907. 

By this time one might almost have begun to think that the 
American people had grown hardened to their currency 
troubles. But the sudden and shocking money panic of 1907, 
with banks failing all over the land, aroused the country, as 
no similar trouble had ever done before, to the urgent necessity 
of revising its wholly inelastic banking and currency system. 
Public support for the whole subject of reform was aroused 
and maintained through active discussion and effort to make 
clear the weaknesses of the situation and the necessity of 
radical currency reform. Although Senator Aldrich’s original 
bill never became law, it furnished much of the ground work 
for subsequent legislation. In Congress there was almost a 
revival of the old arguments of President Andrew Jackson’s 
time over the ill-fated Bank of the United States. The bill 
creating the Federal Reserve System was finally passed in the 
first year of President Wilson’s first administration, the final 
organization of the System being undoubtedly accelerated by 
the outbreak of the Great War. 


Federal Reserve System Established 


In place of the usual and orthodox idea of one central bank 
was adopted the plan of twelve central, regional banks of 
issue, headed by a Federal Reserve Board at Washington, 
which exercises supervisory control over all the twelve. This 
plan functions less decisively than is desirable at times, but the 
recognition thus given to local autonomy has brought to the 
System greater strength and more complete public support 
than a central bank with local branches could have had. The 
workings of the System may seem at times cumbersome, but 
the marvel is that the genius of our people has evolved systems, 
political and otherwise, that function on the whole pretty 
effectively over a vast continent, and to the satisfaction of a 
great and independent-minded population. 
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It Took Forty Years for Reform to Come 


We have seen how, at best, progress in banking reform is a 
slow business. It took forty years, following the almost com- 
plete breakdown of banking in 1873 (except in New York City 
and a few of the other large centres) before the country was 
able to evolve the Federal Reserve Act of 1913. Now we 
have our strong Federal Reserve System. Yet what our 
average citizen very naturally fails to understand is why, if 
the Federal Reserve has such manifest virtues, it is unable to 
prevent the terrific crop of banking failures which the country 
has witnessed in the last decade—and especially in the last 
two years. The answer is, upon proper analysis, not difficult 
to find. But before we attempt to give it let us look at 
some of the figures of banking failures in the eleven years, 
1921-1931. 

Figures of Bank Failures 


In that period there have been total bank failures aggregat- 
ing 9,285, with deposits thus tied up or in part dissipated of 
$4,278,000,000. Of this total only 1,698 banks were members 
of the Federal Reserve and almost four and a half times as 
many, namely 7,587 banks, were outside the system. In the 
years 1930-1931 alone the bank failures totaled 3,643, and 
here again the proportion of non-member to member banks 
was almost as four and a half to one.* It should be added 
that the most of these failures were of small banks, with 
extremely limited capital. Therefore, one should not be 
misled by these figures, bad as they are, into thinking that 
more than a small percentage of the country’s banking re- 
sources was ever tied up in failure. 


No Control over Non-Member Banks 


When we study the quoted figures we see at once where the 
leakage, so to speak, comes in. The supervision which the 
Federal Reserve Banks are able to exercise over member banks 
is of course limited. Aut over non-member banks the Federal 
Reserve has no control whatsoever. These non-member banks 
are without exception state institutions, subject to greatly vary- 

1 These figures are from the latest annual report of the Federal Reserve 
Board. 
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ing degrees and kinds of legislative requirements and of 
administrative supervision. So that it is no wonder that 
objective students of our banking system are bewildered and 
declare it—despite the existence of the Federal Reserve—to 
be no system at all. 

In many instances the paid-in capital of our country banks 
is so slight as to be subject to impairment under the most 
ordinary conditions of difficult times, as we have had ample 
witness in recent years. It is a noteworthy fact that, in 
number, ninety per cent of the banks which failed in the 
decade of 1921-1930 were located in rural communities, sub- 
ject to all the vicissitudes of crop failures, or of the expansion 
and deflation of business ‘“ booms;”’ without any of the pro- 
tection afforded by a parent institution fortified with ample 
capital and managed by experienced men. 


The Question of Branch-Banking 


There is a strong movement today looking towards some 
plan permitting branch-banking on an extensive scale. But 
only eight or nine of our states permit state-wide branch- 
banking within their confines. A few other states permit it, 
but within much more limited areas. Hence branch-banking 
as a system, as developed so successfully in Great Britain, on 
the Continent of Europe and in Canada (where in each case 
there is an almost entire absence of banking failures), has had 
only limited chance of development in this country. 

Almost all the failures early this year of small suburban 
Lanks around Chicago, and almost all the resultant threats to 
the general banking situation, could have been avoided if it 
had not been for the fact that the Illinois statutes permit no 
branch-banking of any kind within the limits of the state. It 
was quite impossible under the law for the large Chicago 
banks to attempt to serve, through branches, the important 
suburbs around the city. The lessons of such a situation must 
be glaringly obvious to the whole country. Despite the de- 
velopment of successful chain-banking in a few scattered 
instances, there is no present effective method under the law 
by which strong institutions in our leading financial centres 
can extend the benefit of their ample reserves, their experience 
and ordinarily careful management to the weaker banks in 
the outlying districts. 
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Hoarded Money Returned to the Banks 


Although there have occurred, especially in the last two 
years, striking instances of mismanagement on the part of 
sizable institutions located in large cities, yet that melancholy 
phenomenon is nothing like so common as in the country 
banks. These well-known weaknesses that, as I have just 
been pointing out, afflict our rural institutions almost inevitably 
lead, in a time of fear such as came upon our American com- 
munities in the autumn of 1931, to hoarding on a grand scale. 
For a time that movement assumed considerable proportions, 
but the peak of it was reached about the third week of last 
July. Since then, the authorities figure, the tide has been 
steadily back to the banks and $250,000,000 of hoarded money 
has been returned. Meanwhile, also, approximately $375,- 
000,000 of gold has flowed back into this country, thus revers- 
ing the gold export movement which had been marked in the 
first five or six months of the year. 

The need in 1931 was not for currency, but for credit aid. 
The difficulty was, however, that with the extraordinary de- 
flation in the values of commodities and securities, upon which 
banking credit has normally been largely based, sound credit 
risks were in large measure unavailable for the banks. Even 
with the large sums demanded for currency purposes, there 
has never been a time when the facilities of the Federal Re- 
serve Banks and of the bulk of the institutions within the 
System have not been more than ample to meet all legitimate 
credit needs. 


Forty-nine Different Sets of Laws 


Our chief difficulty, then, as must be seen, has clearly been, 
not lack of more extended state control, but rather failure of 
organization and coérdination. I have already spoken of the 
confusion resulting from our varying Federal and state bank- 
ing laws. In banking, our country has forty-nine different 
sovereigns. And, as many persons long ago pointed out, a 
constant state of competition exists between the Comptroller of 
the Currency at Washington and the forty-eight Banking 
Superintendents of our forty-eight states. Each one of these 
forty-nine officials is desirous of having as many institutions 
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as possible registered under his jurisdiction. The consequence 
is that, because of this competition, laxity creeps in. 

The competition as among the various systems has not been 
such as to make banking requirements more conservative but 
to make them more liberal. A promotion not of better bank- 
ing but of poorer banking has been the inevitable result. This 
competition has not only found expression in liberalization of 
the respective legislative requirements governing the various 
banking systems, but it has also resulted, as I say, in admin- 
istrative laxity in granting charters and in providing adequate 
supervision of the conduct of banks. 


Thousands of Banks Lack Proper Safeguards 


As to methods of curing our troubles, Congress can spend 
hundreds of thousands of dollars in new hearings and publish 
volumes of testimony. But it need have no hope of ever 
coming to the root of the evil until it realizes that no banking 
system can function adequately when it comprehends within 
it only a limited portion of the banking community. Today 
sixty per cent in number of the country’s banks are outside 
the strong Federal Reserve System, and this sixty per cent 
comprises a total in banking resources of over $12,000,000,000. 
These lesser banking institutions—whose aggregate resources 
are nevertheless so considerable—are unable or unwilling to 
come under the rules of the Federal Reserve System. Thus 
they lack its restrictions and its safeguards. And the almost 
unbridled license which these small banks in some states 
apparently have outside the Federal Reserve System tempts 
them frequently, as the sad record has proved, to folly and 
disaster. 

The fact is that, despite the melancholy number of elimina- 
tions that have taken place, the country has today far too 
many banks. Our banking units should on the average be 
far larger than they are today. The small, ill-capitalized 
institutions should be merged so as to gain the normal stability, 
diversity, economy and management of the larger concerns. 

One reason for the weakness of the small interior bank is 
that its overhead expenses are proportionately too heavy. The 
bank is tempted to pay too high rates of interest in order to 
attract deposits. These little local banks have, because of the 
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rapid growth of business units, of communications and of 
motor transport, been left in a backwater where the better 
business passes them by. These up-country institutions have 
no opportunity to diversify and average their risks. If gen- 
eral conditions affect their investments unfavorably, the same 
conditions are likely to involve them in serious losses from 
their localized loans, and at the same time disastrous deposit 
withdrawals. Moreover, far too many of these weak and 
unsheltered, interior banks have been managed by inexperi- 
enced persons desiring the satisfaction of becoming “ bankers ”’. 


Two Vital Changes Necessary 


I repeat what many others have already pointed out, namely, 
that no thorough-going banking reforms can be brought about 
until two vital changes have been accomplished. The first is 
to bring all the commercial banks of the country, small as well 
as large, under the single aegis of the Federal Reserve System. 
The second is to establish sensible provisions for regional 
branch-banking, the geographical limits for each region to be 
carefully worked out and regulated. Then we should have 
something worth talking about. Such reforms, brought about 
gradually, ought to begin to yield to the country some measure 
of banking stability. 

There are many phases of the banking situation that of 
course I have not attempted to touch upon. From even this 
brief review, however, it must be apparent that the develop- 
ment of banking in America has been a gradual process of 
evolution which has by no means reached its end. Each of 
the banking crises to which I have alluded has taught the 
community some one lesson, but each new disaster has revealed 
a fresh weakness to be remedied. Indeed, banking develop- 
ment in this country has been a slow and painful growth. 
No pilgrim’s progress could have been more arduous or beset 
with greater pitfalls. 


The Trust that Is Reposed in the Present System 


The proposition to bring all the commercial banks of the 
country into the Federal Reserve System has sometimes been 
opposed on the allegation that the System had already proved 
itself to be a “ Money Trust”, and that its authority should 
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be curtailed rather than extended. As to such criticism it 
may be fair to point out that, if the System had actually proved 
itself to be anything in the nature of a money trust, it was 
certainly a benevolent and codperative one; for the record 
which I have quoted shows that depositors in the banks and 
trust companies that were members of the System were enorm- 
ously benefited by such membership; and that within the 
System—with its care and safeguards—they enjoyed com- 
parative immunity from difficulty as compared with depositors 
in the banking units which had failed to take advantage of 
its strength. 

The object of banking legislation is not to give advantages 
to, or to impose penalties upon, banks or bankers. It is to 
provide the public with safe money and credit, and safe de- 
positaries of their funds. In the modern world bank checks 
drawn against bank deposits circulate as money, and the gold 
reserves of the Federal Reserve Banks are the base upon which 
rest not only the Federal Reserve notes issued by the Federal 
Reserve Banks, but the deposits of the member banks and of 
non-member banks as well, also the checks that circulate 
against these deposits. After the Civil War, state bank notes, 
which had had such a deplorable record of repudiation, were 
taxed out of existence and national bank notes substituted in 
our currency system. The reform was incomplete, because it 
dealt only with one side of the bank’s function, the note- 
issuing power. It did not deal with the other side of the 
banking picture, the power to receive deposits which circulate 
in the form of checks and which, as I say, are supported upon 
the same gold base held by the Federal Reserve Banks. We 
must come to regard a banking charter not as a privilege con- 
ferred upon a chosen few, or upon an unselected many, in 
order that they may make money with other people’s money; 
but as a puolic trust, and in that sense, and in that sense only, 
as a money trust. It is the plain duty of the community to 
see to it that the interest of the American people in the safety 
of their deposits, and of the whole country in the sufficiency 
and soundness of our banking system, should be put before 
the special interest of any bank or banker, great or small. 
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The Boon of the Federal Reserve System 


The hope for progress towards real orderliness and stability 
lies, as it always does in these matters, in an aroused and in- 
telligent public opinion, and in constant study by the experts 
of methods to strengthen the Federal Reserve System. No 
person of intelligence, studying the actual workings of this 
System, can have failed to be impressed with the immeasurable 
benefits which it has brought to American industry and com- 
merce. It is hard, too, to see how the Government could ever 
have carried on its war and post-war financing without the 
new System. Without it, inflation on an almost disastrous 
scale (witness the examples of the European countries) might 
well have been resorted to. In the midst of the distress 
through which portions of the banking community have been 
passing in these last few years, the constructive accomplish- 
ments of our Federal Reserve Banks may have been somewhat 
lost sight of. Yet without the resources and the prudent, far- 
sighted handling of those institutions our plight would have 
been incalculably worse than it has been. All twelve of them 
have been like isles of safety, harbors of refuge in the midst 
of a violent storm. 

Let me point out one recent development of the Federal 
Reserve System that has already proved of immense import- 
ance. Up to February of 1932, the System still lacked, under 
the law, certain powers that it needed to render its scope of 
operation more elastic and practicable. Such powers the 
central banks of other countries have always possessed. 
Through the provisions of the Glass-Steagall law, passed early 
in 1932, somewhat similar powers were provided for the 
Federal Reserve System. Under these the System now has 
the authority to buttress the credit situation where there is the 
greatest need. Already these extended powers have enabled 
the System to lighten immeasurably the burdens of the 
community. 

Aided by the provisions of this Act the Federal Reserve 
Banks have for the last six months been pursuing with wisdom 
and vigor a so-called open market policy, which has already 
proved itself to be a great factor in arresting the headlong 
deflation of credit and prices which was becoming so disastrous. 
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American Gold Standard not to be Shaken 


Finally, it has been the Federal Reserve System, and the 
wise conduct of it under the leadership of the Federal Reserve 
Board at Washington, and of the twelve regional banks, that 
have maintained impregnable for our country the sound, gold 
standard dollar. Remember this, my friends: among all the 
alarums and excursions of the last twelve-month we have 
never been near the point of abandoning the gold standard. 
No difficulties arising abroad, no external pressure, can or will 
drive us from that standard. Only the folly of rank inflation 
at home could endanger it. A Democratic administration, 
just like the steadfast Republican one before it, will continue 
to uphold the complete integrity of it. Make no mistake: in 
a dark troublous world America and the American dollar are, 
as to material factors, the safest things in all the world 
to tie to. 
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WORLD AGRICULTURE AND DISARMAMENT 


VISCOUNT ASTOR 


this evening as your guest. Mr. Lamont, now that I 

come to think of it, as I own the hotel, I am not sure 
that I am not your host. But anyway I do appreciate your 
invitation to be here this evening, just as I have appreciated 
the opportunity you have given me during the course of the 
day of listening to the conference which you have had here 
where experts and economists have indicated to you the road 
which leads to recovery. 

I am neither an expert nor an economist. I am only a 
politician, and in England a politician is the man who gets 
blamed when the experts and the economists make a mess of 
things. I have been a politician, a member of the legislature, 
for twenty-two years. I may say I have had a double dose 
of it as I also have a politician in the home. 

You are going to have speeches from experts and econ- 
omists, but before sitting down, I will just tell you very 
briefly of a very interesting experience which I have had 
during the last two years. Two years ago I was asked to 
be chairman of a study group set up by the Institute of Inter- 
national Affairs in London and this group was asked to make 
a survey of world agriculture. Our report will be published 
in a few weeks’ time. If you read it, you will find that we 
have there made a pretty comprehensive survey. We have 
tried to assess the relative importance of different agricultural 
commodities in world trade. We have dealt with world prices, 
with the question of overproduction, with the changing habits 
of consumers and the effect of this upon the producers. We 
have tried to examine the protective measures, tariffs, quotas, 
subsidies, price stabilization plans, and so forth, which differ- 
ent governments have adopted in order to assist their farmers. 
We have tried to deal with the whole problem in a practical 
way and not as if we were living in an ideal world. 

A very interesting thing happened when we got to the end. 
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After making this survey, and putting the facts before the 
readers of the report, we made one deliberate digression. [| 
haven’t got the exact words by me, but I should like to 
paraphrase the ending of our report. We conclude by stat- 
ing that after examining all the steps taken by different 
governments throughout the world, such as tariff duties, 
quotas, subsidies, and price stabilization, in order to improve 
the position of the farmers, after making full allowance for 
the local benefit derived by the farmers in the countries where 
those devices have been adopted, we desire to bring out the 
fact that in our opinion the prosperity of the farmers of the 
world would be more advanced by a successful disarmament 
conference than by any of these devices. 

That is to say, that in agriculture as in industry and every- 
thing else, there can be no recovery unless there is confidence; 
there can be no prosperity unless there is peace; and there 
can be no peace unless the peoples of the world go forward 
with a constructive, courageous, far-sighted policy of inter- 
national codperation. 
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STEPS TOWARD RECOVERY 


SILAS H. STRAWN 


President of the American Section of the International Chamber of 
Commerce; former President of the American Bar Association ; 
former President of the United States Chamber of Commerce 


N taking steps toward recovery, I submit that we must 
| consider, first, the steps which we should take in our 
own country and, second, those which we should take 

in collaboration with other countries. 


I. Steps We Should Take in the United States 


I believe the people of this country are now pretty 
thoroughly aroused to a realization of the fact that our first 
and most imperative step toward recovery is in the direction 
of reduction in the costs of government, federal, state and local. 

For several years prior to the debacle of October, 1929, we 
were as prodigal in our governmental affairs as we were 
extravagant in our private lives. The people demanded of 
governments everything they could think of in the way of 
comforts and social service, regardless of the expense, and not 
realizing that the obligations they incurred in the form of 
funded debts and deferred installment tax payments must 
ultimately be met by taxes. They assumed the interest, at 
least, could be paid and the principal would be passed on to 
the next generation. So long as the era of prosperity lasted, 
inflated incomes enabled our people to meet the rising costs 
of government, but since the depression began defaults have 
occurred with constantly increasing rapidity and severity. 
Today the painful fact is that countless millions of state and 
local governmental obligations are in default, as to both 
principal and interest. In some of our larger cities, the 
situation is so serious that policemen, firemen, nurses, school 
teachers, judges and other officials have received no pay for 
months, and there is no immediate prospect of relief. The 
people, as I have said, have become thoroughly awakened to a 
realization of the fact that the costs of government, federal, 
state and local, must be reduced. 
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The total cost of government, federal, state and local, in 
1890 was 855 millions; in 1913, 2,919 millions; in 1923, 
9,920 millions; in 1929, 13,048 millions, and now it is more 
than 14 billions; or, on a per capita basis, in 1890 it was 
$13.56; in 1913, $30.24; in 1923, $88.94 and in 1929, $107.37. 

In other words, in 1913 the cost of government took about 
one dollar for every $15.50 of our national income. Now it 
takes about one dollar for every $3.00 of our national income. 

During the last two years, the receipts of our national 
government have been practically cut in two, while expendi- 
tures have continued at approximately the level reached at 
the peak of industrial prosperity. The costs of government 
have increased more rapidly than the population, while the 
national income has rapidly declined. The earnings of all 
the people have suffered drastic reductions and now the costs 
of government represent a percentage of national income 
which the people of no nation can long endure. 

Notwithstanding the vigorous efforts of the Administration 
to bring about a reduction in the costs of the federal govern- 
ment during the last session of Congress, no appreciable reduc- 
tion was made. The directors of the Chamber of Commerce 
of the United States, at their meeting held in August last, 
adopted a resolution that, regardless of the efforts of the 
President and some of the members of the last Congress to 
bring about a reduction in the costs of the federal govern- 
ment, further savings totaling 800 million dollars might be 
accomplished. 

As an example of the reckless expenditures, I might mention 
one item, that of War Service Pensions and other Veterans’ 
benefits. The total amount of those benefits in this country in 
the 141 years from 1790 to 1931 was about 9g billions. For 
the fiscal year 1931 we paid for veterans 1 billion 13 millions, 
or one-ninth of the total which had been expended for this 
purpose during the previous 141 years. The 1931 expendi- 
tures represented 24 per cent of all federal expenditures for 
that year and constituted one of the principal factors, if not 
the most important factor, in the government cost problem. 
For Veterans’ War Relief, the United States spends 35 times 
as much as Italy, which had 16 times as many dead and 
wounded in the World War. 
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No good American citizen should complain against accord- 
ing to those who have suffered some disability, mental or 
physical, in the service of their country, a full measure of 
relief for themselves and their dependents, but it will become 
increasingly more difficult to persuade the taxpayers, not the 
vote-seekers, that we should continue to support 375,000 ex- 
service-men, who are drawing pensions of from 12 dollars to 
40 dollars per month for disabilities admittedly not connected 
with war service. The government today is paying out 
millions of dollars a year to those who claim that they are 
suffering from such disabilities as astigmatism, inferiority 
complex (called social ineptitude in the record), tuberculosis, 
psychosis and other troubles, that come, not as a result of 
serving their country but which are usually attendant upon 
advancing age. 

The costs of state and local governments have increased 
even more rapidly than have the costs of the federal govern- 
ment. This is due, as I have said, to the continuing demand 
of our citizens for more and better improvements and service 
of all kinds. For example, borrowing in the State of New 
York has increased 221 per cent since the war; in Illinois, 
8,777 per cent; California, 1,099 per cent; Missouri, 1,842 
per cent; New Jersey, 10,476 per cent and Michigan, 808 
per cent. 

Since the war, the spending in New York City has increased 
180 per cent; in Chicago, 339 per cent; Philadelphia, 277 per 
cent; Detroit, 1,330 per cent; Boston, 163 per cent and San 
Francisco, 388 per cent. 

The funded debt of the City of New York has increased 
from $794,930,288 in 1910 to $2,246,100,944 in 1932, and the 
funded debt of the City of Detroit from $23,513,064 in 1918 
to $349,567,000 in 1932. Due to Illinois’ constitutional limi- 
tation, the funded debt of Chicago has not increased so rapidly 
as that of some other cities but the tax levy has far outstripped 
the city’s growth. For example, the population has increased 
55 per cent in the last twenty years, while the tax levy during 
that period has increased 560 per cent. 

This appalling increase in the cost of government is reflected 
in the taxes payable not only by those who live in cities and 
villages but by those living on the farms as well. Con- 
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temporaneously with the increase in the cost of government, 
the price of farm products has gone down, so that there are 
hundreds of thousands of farms in this country today which 
have been sold for taxes, resulting in the poor farmers being 
evicted from their homes and becoming public charges. In 
such cases no revenue is being received by the taxing bodies, 
A like condition obtains in the cities, where property worth 
hundreds of millions of dollars has been sold for taxes. 

The people are thoroughly awakened to the necessity of 
reducing the cost of government. 

Office-holders, the tax-eaters, frequently have no sense of 
responsibility for the burden they are imposing on the tax- 
payers. They are actuated solely by the desire to hold their 
jobs and to increase the number of jobs, so they may be pro- 
moted to more lucrative places. Taxpayers, generally, are 
not organized to meet the raids upon the public treasuries of 
blocs, groups and others, who are influenced by purely selfish 
motives. Many of our Congressmen are only half convinced 
that the country actually wants economy; and in the last 
session of the Congress they went only so far as to make it 
possible to retrace their steps without difficulty or appearance 
of inconsistency. I would not assert that the Congressmen do 
not faithfully represent their constituents but their ears are 
much better attuned to the persistent wails of the job-hunters 
than they are to the less frequent voices of the taxpayers. 

To meet the emergencies of the depression, the Congress 
passed such measures as the amendment to the Federal Land 
Bank Act, the Reconstruction Finance Corporation Act and 
the Home Loan Bank Bill. These were all necessary and 
vital to preserve our national credit and to relieve distress, 
but they were more palliative than remedial. All of the funds 
to meet the cost of government thus increased must ultimately 
be met by increased taxes. We cannot pay the bill by “ soak- 
ing the rich.” There are few rich left to “soak.” Too high 
taxes on income drive capital away from investment in pro- 
ductive enterprises and force it into government securities, 
which are tax-exempt and must remain so until the Constitu- 
tion is amended. Government securities were made tax 
exempt for the obvious purpose of lowering the rate of interest 
which the taxpayer must ultimately pay. Therefore, unduly 
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“ soaking the rich’ hurts the poor more than it does the rich. 

For the fiscal year ending June 30, 1932, our federal deficit 
was $2,885,000,000. How much it will be this year no one 
can accurately forecast. Certain it is that it will be very 
large. This must be so because of our great depreciated 
revenue, both from income taxes and customs, on account of 
our greatly reduced foreign trade. 

Therefore, I submit that the first step we must take is toward 
an immediate and drastic reduction in the cost of government, 
federal, state and local. The integrity and the credit of our 
governments must be preserved. We must balance our budgets. 
We cannot repudiate the obligations we have incurred. We 
must meet them, whatever the sacrifice. But we must lighten 
the load for the future. 


Il. Juternational Relations 


Having considered the most important step we should take 
in our own country, let us now consider our international 
relations. I never have been impressed by the argument that, 
by reason of our great variety of climate and diversity of 
natural resources, we are the richest and most self-sufficient 
country on earth, and that the percentage of our foreign to 
our domestic trade is so small that we can isolate ourselves 
from the rest of the world and prosper by living on our own, 
Of course we can live better than any other country on our 
own, for the reasons I have given, but the people of this 
country cannot return to the prosperity they enjoyed in 1925 
unless we maintain our foreign trade. Foreign trade cannot 
be all on one side. You have to have imports to counter- 
balance exports and every country likes to have the balance 
of trade in its favor. That is what we have done heretofore, 
and what we want to do. It can be done only through col- 
laboration with the other nations of the earth. Many things 
that we cannot produce we have to import. Some things that 
we can produce we import because it can be done cheaper. 

I am not here to discuss the tariff. You doubtless have 
heard about that this afternoon. I heard Mr. Young discuss 
it the other night in a political speech. I did not agree with 
him entirely, though there is nobody whom I admire more. 
The plain truth is that no tariff schedule is perfect. It is 
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generally the result of a lot of special pleaders importuning 
the Congress until Congress is worn out. It is more or less 
a local question. As has been said many years ago, it depends 
on how much it affects or helps your interests. 

We differ a bit from other countries with respect to tariff 
or trade barriers because we have forty-eight great states 
among which there are no barriers. Our internal trade moves 
freely and does not float up and down with the rise and fall 
of exchanges. 

Heretofore we have seemed to be able to pay the tariff, and 
anything we wanted seemed to climb over the tariff barriers, 

Nevertheless we have to look into the situation. We have 
to have an appreciation of the fact that we cannot consistently 
exact tariff duties greater than the difference of cost of pro- 
duction here and abroad. I do not think the people of this 
country can continue to maintain tariff schedules in excess of 
the differences in production costs. If they do, they will not 
have any exports. 

This problem has a direct bearing on employment. Two 
and one-half millions of our citizens are dependent on foreign 
trade. That is only about 10 per cent, but it represents the 
difference between prosperity and just getting along. 

Any one who has given the subject the most casual con- 
sideration must know that commercially, financially and in- 
dustrially, if indeed not socially, the whole civilized world 
may be regarded as a unit. To establish peace and restore the 
world to a normal and prosperous condition, the people of all 
nations should realize that their countries would be more 
benefited by mutual codperation than by isolation. The 
happiness and prosperity of every people at this time depend 
to a greater extent than ever before upon friendly relations 
among all nations. 

Assuming the truth of that statement to be undeniable, I am 
not unmindful of the fact that the officials of every govern- 
ment and, to a lesser degree, the citizens of every nation, are 
motivated by an instinctive nationalistic spirit. In other 
words, in their contact with other countries the dominant 
thought seems to be to gain some advantage or concession for 
their own country, even though it be temporary and national 
rather than permanent and international in its ultimate effect. 
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I need not mention existing economic and financial con- 
ditions. Everyone knows that world trade is greatly dis- 
organized and that the breakdown in the mechanism of inter- 
national credit and finance handicaps recovery from the 
economic and financial maladjustment. 

The fallen commodity prices, the decline in foreign trade, 
the halt in the movement of capital, either for the purpose of 
investment or for ordinary commercial transactions, and the 
growth of unemployment, have precipitated great difficulties 
in private and public finance. This has led to the abandon- 
ment of the gold standard in twenty-two countries and govern- 
mental control over the purchase and sale of foreign exchange 
in thirty-one countries. Currency has depreciated in some 
countries as much as 55 per cent, the net result of which is 
that the existing tariff rates on more than 52 per cent of the 
imports into this country for the first nine months of 1932, 
coming from depreciated currency countries, have paid very 
much less than the tariff schedule contemplated. The articles 
thus imported are being sold upon our markets at prices below 
anything with which our local manufacturers can compete. 

A committee of the Chamber of Commerce of the United 
States has made a recommendation upon which they will 
insist in the next Congress, namely, that prompt action be 
taken to balance the difference in production costs due to 
foreign currency depreciation. We ought to have a tariff 
sufficient to represent the difference between the cost of labor 
and of production here and abroad. Personally I have abid- 
ing confidence in the ability and capacity of the Tariff Com- 
mission. That agency is available to any one who thinks the 
tariff is too high or too low. 

We are all more or less familiar with the conditions which 
necessitated the Moratorium, declared on the recommendation 
of President Hoover in 1931. Everyone will agree that the 
Lausanne Agreement, in settlement of the German reparations, 
was a distinct step in advance toward world peace, and that 
when it is ratified one of the disturbing elements in inter- 
national finance and politics will be disposed of. 

Debts Due the United States. It would serve no good 
purpose on this occasion to discuss different opinions regard- 
ing the extent to which European indebtedness to the United 
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States looms as a factor in world affairs. Some hold that the 
war debts have largely been responsible for precipitating the 
economic decline and urge their cancellation in the interests 
of world recovery and continuing prosperity. Others regard 
these debts as a disturbing and retarding influence in world 
affairs and consider them a subject for calm reéxamination by 
their governments and for further settlement and adjustment 
on the fairest basis possible. Still others minimize the effect 
of the debts on the world situation and say that they can be 
paid on existing terms without undue burden on the debtors 
or the rest of the world. 


Origin of the Debts. It is a matter of common knowledge 
that these debts are made up of pre-armistice and post- 
armistice obligations, consisting of cash loans, surplus stocks 
and relief supplies left by our armies in Europe. The pre- 
armistice obligations of our fifteen principal debtor countries 
totaled $6,879,385,000. The post-armistice debts, being cash 
loans, totaled $2,533,262,000, and the surplus stocks and 
relief supplies amounted to $722,825,000, making a total of 
$10,135,472,000. In general, these obligations were payable 
on demand, with interest at 5 per cent. 

These obligations afterwards were funded, the approximate 
annual average interest rate of the debts so funded being 2.14 
per cent. In the funding settlement the unpaid accrued 
interest was figured not at the rate of 5 per cent as contem- 
plated in the original obligations, but at 4% per cent from 
the date of the loans to December 15, 1922, and at 3 per cent 
from that date to the date of the funding agreements. In the 
case of Belgium, there was no charge for interest on loans 
made before the armistice. The result of such funding was a 
reduction of the “ present value” of the debts by 23.9 per 
cent if interest is discounted at 3 per cent, or by 43.1 per cent 
if discounted at 4% per cent, or by 51.3 per cent if discounted 
at 5 per cent. This was a very substantial reduction of the 
amounts to be paid by the several countries. None can deny 
the legal obligations of the governments whose debts were 
funded, nor the extreme generosity of the United States in 
reducing the amounts and in funding them on an average 
interest basis of 2.14 per cent, when at the time we were 


paying 4% per cent for the money. 
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The Present Status of the Debts. The settlements with the 
different countries were not worked out on a standard in- 
flexible plan. They were negotiated with representatives of 
each of the debtor countries in the light of the situation in 
each particular country. There were taken into consideration 
the general economic and financial positions of the countries, 
their natural resources, their trade, the national economic and 
fiscal burdens each had to face, and the standards of living 
of their people. The World War Debt Commission, in re- 
porting its work to the Congress, commented that the foreign 
debtor 


must be permitted to preserve and improve its economic position, to 
bring its budget into balance, and to place its finances and currency on 
a sound basis, and to maintain, and, if possible, to improve the standard 
of living of its citizens. No settlement which is oppressive and retards 
the recovery and development of the foreign debtor is to the best inter- 
ests of the United States or of Europe. 


In other words, on the one side there was an expression of a 
desire of the debtor governments to meet their obligations and 
on the other side an evidence of the willingness of the United 
States to make such concessions as the world conditions seemed 
to require and as the interests of our citizens in a prosperous 
Europe seemed to justify. 

Alternative Courses of Action on the Debts. As funded, 
the total amount of the principal owed to the United States by 
fifteen debtor countries is $11,261,178,000. The debt holiday 
ended on June 30, 1932. Further payments to the United 
States on principal and interest are due December 15. Our 
government has received requests from the debtor govern- 
ments for reconsideration of the terms of the debt agreements. 
It would seem, therefore, that our government is faced with 
the responsibility of deciding (1) whether the debts shall be 
paid, principal and interest, in accordance with the agree- 
ments; (2) whether further payments shall be postponed; 
(3) whether the :cfunding agreements shall be modified and 
the debts reduced; or (4) whether the debts shall be com- 
pletely cancelled. I shall briefly discuss those propositions. 

Shall the Debts be Paid in Full, Principal and Interest, in 
Accordance with their Terms? In considering that proposi- 
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tion it must be remembered that the debts are admittedly legal. 
They represent value received at the time they were made, 
and in principle the integrity of governmental obligations 
greatly outweighs any arguments that have been advanced in 
favor of cancellation. The Congress has already spoken quite 
definitely on the subject of cancellation and I submit it would 
be futile at this time to bring that subject again before the 
Congress. Personally, I see no sound basis for entertaining 
proposals for cancellation of the debts. That brings us to a 
consideration of the question : 


Whether Further Payment Shall be Postponed? This sub- 
ject cannot be dealt with on a general plan but must be care- 
fully considered with reference to the ability of each country 
to meet its obligations. It is evident that certain of the debtor 
countries will be unable to meet payments presently falling 
due, and, therefore, it would seem that temporary postpone- 
ment of payment of their obligations to the United States is 
necessary. On the other hand, some of the countries are able 
to pay in accordance with their agreements. 

The subject involves a careful consideration of all the facts, 
with due regard not only to the conditions of the debtor 
countries but also with respect to the fiscal status of our own 
country. As I have already said, the burden of taxation upon 
our own citizens is now almost confiscatory, and postponement 
of the payment of $250,000,000 a year by way of interest, 
aside from the payments on account of principal, necessarily 
increases the burden of our taxpayers to that extent. 


Shall the Funding Agreements be Modified and the Debts 
Reduced? The same elements should be taken into considera- 
tion in deciding this question as those which must be con- 
sidered in deciding the necessity of postponement. Every 
country is faced with the difficulty of balancing its budget, of 
meeting its obligations, of raising the needed taxes, of effecting 
economies in public expenditures, and of establishing and 
assuring the continuance of sound currency. Every country 
has been struggling to restore its economic activity and revive 
its trade. In 1921 the international trade of more than one 
hundred countries reached a total of about 43 billion dollars 


annually. This increased consistently until 1929, when it 
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reached a level of about 68 billions. For the fifteen countries 
that have funded their debts to this country, the total inter- 
national trade grew from 15 billions of dollars in 1921 to 
22% billions in 1929. By 1931 the total dollar value of the 
international commerce of the world had dropped even below 
pre-war levels, or from the peak of 68 billions in 1929 to less 
than 40 billions in 1931. In addition, the wholesale prices in 
the world’s chief markets went steadily downward in 1930 
and 1931 until now they are below the 1913 levels. As the 
depression continued the financial position of many co-:ntries 
became more difficult. Resources diminished until finally 
Great Britain and twenty-one other countries were compelled 
to go off the gold standard. 

Obviously, this had a very serious effect upon the trade of 
the United States with Europe. Nationalism became intensi- 
fied, the European countries raised their trade barriers and 
put in all kinds of trade restrictions, such as quotas, licenses 
and so on. Then came the British Empire Conference at 
Ottawa, the result of which, it is estimated, will have a pre- 
judicial effect on American exports to the extent of upwards 
of 200 millions of dollars a year. 


Armaments. In considering the applications for postpone- 
ment or reduction of debts, it is pertinent to consider the 
amount of money being spent by the debtor countries for 
armaments. This amount has substantially increased in all 
of the debtor countries since 1913. In that year the world 
expenditure for armaments was $2,531,000,000. The amount 
expended in 1930 was $4,128,000,000. It is now estimated 
that the amount of the annual expenditures for armaments 
throughout the world reaches a total of § billion dollars. The 
combined figures for the six great powers — Great Britain, 
France, Italy, Japan, Russia and the United States—show an 
increase of 65 per cent. Budgeted expenditure for national 
defense for the year 1932, per capita, was: 


United Kingdom ................ 6.77 
6.72 
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The total amounts budgeted for national defense for the 
current fiscal year in the fifteen debtor countries amounted to 
1,361 million dollars, or five times their debt service to the 
United States Government for that period. For example, the 
debt service of Great Britain to the United States was 6.35 
per cent of its total expenditures, whereas the national defense 
expenditures were 11.43 per cent. For France, the figures 
were, debt service, 3.07 per cent and national defense, 22.51 
per cent; Belgium, debt service, 2.73 per cent and national 
defense, 9.48 per cent; Italy, debt service, 1.47 per cent and 
national defense, 27.19 per cent. Since the debt-funding 
agreements, the payments by Germany on reparations account, 
with the exception of Great Britain, have more than covered 
the payments of those countries on account of war debts to 
the United States. Payments credited Germany by creditors 
on reparations account, from 1924 to 1931, inclusive, total 
$2,480,000,000, or an average amount per annum of $310,- 
000,000, as against total receipts by the United States on 
intergovernmental account during that period of $1,638,- 
000,000, an average annual payment by the debtor govern- 
ments of $205,000,000. In 1930-1931 Germany paid France 
on reparations account $214,726,000; France remitted to the 
United States $35,000,000. Belgium received from Germany 
$23,411,000 and paid to the United States $7,000,300. Italy 
received on reparations account $37,190,000 and paid to the 
United States $14,821,000. The United Kingdom received 
from Germany but $87,445,000, but, by reason of obligations 
owed to her by France and Italy, she received amounts more 
than sufficient to counterbalance her payment of $159,940,000 
to the United States. Her excess receipts in 1930-1931 
amounted to $15,000,000. 

Relation of Intergovernmental Debts to the American Tax- 
payer and Business Man. The business man and taxpayer of 
this country are interested in four principal questions: (a) 
Will postponement or reduction of the debts help materially 
to restore world economic activity? (b) If so, will our in- 
creased foreign trade produce revenue to the United States 
sufficient to offset any loss of interest by postponement or loss 
of principal by reduction of foreign debt? (c) Can the 
debtors assure us that our exports will have fair competitive 

[264] 


ac 
si 
i 
cc 
0 
a 
a 
q 
a 
a 
f 
| | t 
s 
| 
if 


No. 2] STEPS TOWARD RECOVERY 125 


access to their markets? This question is of particular 
significance in view of the action of several countries in plac- 
ing restrictions upon our exports. (d) Will the debtor 
countries give assurance that they will cut their expenditures 
on armaments so that not only their citizens but our citizens, 
as well, may benefit in the reduction of expenditures for 
armament? 

It goes without saying that if the answer to each of these 
questions is in the affirmative and we are given assurances that 
agreements thus made will be carried out, then in our interest 
and in the interest of world welfare we should negotiate 
further modification of the debt agreements. In other words, 
if the debtor countries can offer us the compensating advant- 
ages indicated in the questions thus stated, then I believe it 
to be in the interest of the United States to reconsider the 
settlements. 

It is obvious that in dealing with the debt problems, as I 
have already said, each country presents a separate problem. 
Always there must be kept in mind the tax burden on our 
own country. 

The time has come when the debt problem should be 
removed from the political field. I am convinced that it 
would be distinctly to the advantage of better international 
understanding, of world peace and of world economic welfare 
if political considerations were entirely eliminated from dis- 
cussion of the international debt problems. 
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two fates. Whether we look to the Disarmament 

Conference, the Far Eastern situation, the general 
condition of international affairs, or the whole series of econ- 
omic and financial problems that arise in connection with the 
world depression, we see that a crucial stage has been reached. 
In each of these spheres indeed, there are certain recent 
factors which indicate some hope of success if wise and col- 
lective policy seizes the opportunity. But in each certainly 
success is still uncertain and precarious. 

There are, of course, many elements in this present world 
depression. Among them, underlying others, is the move- 
ment of a trade cycle such as we have seen in the past. Until 
recently the movement has been downward, and anything done 
in the way of a remedial policy has had to work against the 
downward movement. It seems to me that there are some 
signs, possibly illusory, certainly precarious, that now the 
purely natural movement of the trade cycle is perhaps begin- 
ning to turn upward. But it is certainly not turning upward 
so decisively that it cannot be, or would not be, fatally impeded 
either by unwise policy, or by an absence of deliberate decisions 
where decisions are definitely and urgently needed. 

For the most part, in these last few years events have been 
allowed to drift. And at least as often as not, where definite 
policy has intervened, such as, for example, within the sphere 
of tariffs, it has not lightened but aggravated the situation. 
But there have been in the last year three notable exceptions, 
three cases in which deliberate and wise policy, taken by a 
particular country or countries, has definitely relieved the 
situation and been of advantage not only to the country or 
countries initiating that action, but to the whole world. One 


of these instances is American, one European, and one English. 
[266] 
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The first is the monetary policy of the Federal Reserve 
System, of deliberately injecting new money by open market 
operations. I know that there are some who are skeptical of 
the success or wisdom of this policy. To them I would like 
to address this question: What would have been the position 
if, with the hoarding, the external drain upon gold, the panic 
of June 1932, the situation had not been relieved by this 
policy? Is it not clear that without this counteracting force, 
there would have been a formidable further deflation and a 
further downward movement of prices? 

The worst dangers of the situation of June seem to me 
again—perhaps I speak rashly—to be now past. Mr. Lamont 
has said, with obvious truth, that the dollar is impregnable 
against external distrust or external strain or assault. The 
dollar could never be threatened except by internal distrust 
and “ flight from the dollar” and whether or not there was 
ever danger of that, the moment of panic at least seems to be 
past, the hoarding has stopped, and the movement is reversed. 

As I should read the situation as a detached observer, I 
should say that in June there were both pessimism and panic, 
whereas now the mood oscillates, in truer correspondence with 
facts, between a mitigated pessimism and a cautious hope. 

We seem to have passed from the panic of June back to the 
depression, shall I say, of January, but with this difference, 
that you have gone through the panic. The situation is stronger 
because the panic has been passed through. 

Nevertheless, it certainly remains true that some of the 
worst impediments to real and permanent recovery on a high 
level still remain in every sphere—in the world’s currencies, 
the credit system, and the world’s commercial policies. 
Certainly we need every resource of wisdom upon which we 
can call. 

The ship of the world’s finance has now to navigate in 
stormy seas through perilous reefs and shoals, and it has to 
do so under the great disadvantage that the ship answers to 
three helms and not one. There was a time when the seas 
were quieter, when there was one hélm in the ship of the 
world’s finance. Well, London has been partly displaced, 
but not completely replaced. Now there are the three helms 
of London, New York and Paris. The first, through the 
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snapping of a metallic connection, is nct very securely fastened 
to the rudder, and tends to jog violently and intermittently 
the course of the ship, but it does not control it. The second 
helm, New York, with its volatile call rates and its Stock 
Exchange immediately responsive to every mood of hope or 
fear anywhere in the world, is perhaps too sensitive to the 
touch. The third, Paris, with its large accumulations of gold 
followed by no corresponding expansion of credit, and with 
none of the orthodox consequences following customary causes, 
is perhaps too insensitive to the touch. And under these diffi- 
culties, the ship has to navigate difficult and stormy seas. 

Surely, if single and central policy is impossible, there 
should at least be coérdinated policy. I fail to see how other- 
wise the ship can avoid disaster. 

I venture to express the opinion that the world needs a 
world policy of controlled reflation, aiming to bring prices 
back to a point intermediate between the present level and 
that of 1928. I need not enlarge upon the enormous advant- 
ages of such a policy as a stimulus to enterprise, as a relief to 
indebtedness of all kinds. 

The second act of constructive and deliberate policy which 
has beneficially controlled, to some extent, the drift of events, 
was the Lausanne settlement of reparations. You will re- 
member that the Lausanne Conference met shortly before the 
termination of the Hoover moratorium. The first act of that 
Conference was to postpone payment during the Conference 
itself. The Conference then provided first temporary relief, 
and next the fixation of a total capital sum which was to be 
commercialized by public issue in such a way as to involve 
neither an impossible burden for the debtor country, Germany, 
nor an intolerable burden on the world’s exchanges; in fact, 
as you will remember, the burden was so reduced that it can 
never exceed more than about a tenth of the annual burden 
implied in the plan made as recently as 1929 by the com- 
mittee presided over by Mr. Owen D. Young. 

The European creditors, in making this agreement, had in 
mind the increase in the real burden that resulted from the 
fall in prices; the diminished volume of Germany’s external 
trade; the necessary cessation of the system of payment out of 


new borrowing; with the inevitable consequence that any pay- 
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ments must be made out of a surplus of exports over imports. 
And such a surplus, they thought, if not modest in amount, 
must involve both a restriction of Germany’s purchases from 
abroad and also a forced export of her goods at cut-throat 
prices—which would both be fatal to world recovery. It was 
with those considerations in mind that the European creditors 
made a new reparations settlement. It was an act not of 
altruistic abnegation but of enlightened self-interest. 

The third act of leadership to which I refer was the English 
conversion operation, which may not have all the results it 
was intended to have, but, if it does, will certainly be another 
real contribution to world recovery. The first object of that 
was, of course, to reduce the budget burden in England, but 
the second object was to give a lead towards a general reduc- 
tion in long-term rates of interest for new borrowing in the 
world, a reduction which requires many other conditions, but, 
if it were possible, would quite obviously be of great assistance 
in may ways to world recovery. 

Something, therefore, has been done this year, but we have 
ahead of us a series of problems not only in the sphere of 
monetary policy, but in the world’s credit system, commercial 
policies, and international relations. The credit system pre- 
sents a triple problem. (I am speaking of the general 
indebtedness of the world, not of the particular problem 
of intergovernmental indebtedness.) There is, first of all, 
the problem of dealing with the past, and there I notice 
with great pleasure some steps being initiated in this country 
with a view to the formation of a council of foreign bond- 
holders. If such a council here, in conjunction with similar 
bodies in London and in Paris, could really do something to 
replace the succession of disorderly cefaults by some kind of 
orderly arrangement, very great good would result, first of 
all, in diminishing the extent of the destruction of the debtor 
nations’ credit, and, secondly, in avoiding a scrambling com- 
petition between the creditors for such resources as are 
available. 

The second aspect of the credit problem is the encourage- 
ment, when it is possible, of a resumption of lending. Thirdly, 
the codperation of the great issuing houses will be required to 
prevent future foreign loans from being as wastefully ex- 
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pended as some of them certainly were in the period between 
1924 and 1928. 

In commercial policy, the world is at the cross-roads. The 
choice is not between absolute free trade and protectionism. 
But are we going to move, however gradually, towards a 
system in which trade will be freer, or are we proceeding 
towards a system of closed and probably increasingly hostile 
economic units, whether national, imperial, or regional? In 
the long run I have no doubt plain economic necessities, the 
obvious consequences of the natural development of large- 
scale industry, with its needs for markets much larger than 
those comprised within national frontiers, must compel policy 
to create an order appropriate to that development. In the 
long run, yes, but, as Mr. Maynard Keynes so often says to the 
procrastinators or doctrinaires in my country, in the long run 
we shall all be dead. Though I hope our vision extends 
beyond our individual lives, we are all very considerably 
interested in what is going to happen during the remainders 
of our lives and during such a period it does seem to be really 
doubtful as to which direction the world is going to move in. 

Yet one thing at least can be said: It is almost certain that 
the world will move in the one direction or the other more or 
less as a whole. The interdependence of nations is perhaps 
an overexploited idea in these recent years, but it means among 
other things this: That it is politically impossible, whatever 
may be economically desirable, for one part of the world to 
have a commercial system radically different from that of the 
countries with which it trades. Whatever the economists may 
say, you cannot persuade popular audiences over a period of 
years that it is fair or right to admit goods freely into your 
market from countries that obstruct your own goods by high 
tariffs. In the past my country attempted to lead the world 
in one direction. It is obviously not at the moment in as good 
position to give a lead as it has sometimes been in the past. 
The post of leadership is vacant. 

If the world is to proceed towards greater freedom of trade, 
what should it do? In my view, it should look to see what 
forces are making for reduction of tariffs and try to encour- 
age those forces. There are at least two such forces. The 
first is the movement towards regional reduction of tariffs. 
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That movement may result in very considerable abuses and 
difficulties, but under proper conditions it may result in a real 
improvement in the world situation. To put my proposal 
shortly, I should very much like to see the countries which 
are accustomed to have the most-favored-nation clause in their 
treaties, adopt a policy of encouraging and not discouraging 
such an arrangement as is desired now by Belgium and 
Holland, the principles of which are: (1) no increase against 
any country; (2) substantial, progressive decreases as between 
the two countries; and (3) an open invitation to any country in 
the world to come in upon equal terms. That kind of move- 
ment is in the nature of the case such as to tend to the reduc- 
tion of impediments to trade and to be extensible to other 
countries. 

There is one other force in many countries which are really 
protective and mean to remain protective. There is a feeling 
that some features of their tariff, if one knew just what they 
were, probably do a great deal more harm, on any theory of 
the tariff, than good. There is a desire to correct excessive 
and ill-judged features of existing tariffs. 

The World Economic Conference could do great service in 
encouraging this movement by laying down certain principles 
to guide protective countries in their protective policy. It is 
not a question of asking a specific country to make such and 
such changes in its tariff. But the delegates of all countries 
might well be urged to go back and re#xamine their own tariffs 
in the light of those principles. The reservation of tariff rates 
from the agenda of the World Economic Conference would 
not preclude consideration of such principles. With great 
respect, if I were going to advocate certain economic principles 
for the Conference to lay down, I am afraid the first I should 
try to lay down would be, if Mr. Strawn will allow me to say so, 
an explicit condemnation of the principle he has suggested, 
namely, the compensatory principle of equating differences of 
costs by a so-called scientific tariff. What is the very basis of 
all international trade? Is it not surely this, that owing to 
natural advantages, better organization, greater skill, or even 
lower wage rates, some countries are able to supply certain 
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articles more cheaply than others? Why does any one of us 
ever buy anything from abroad? It is only because we can 
get a given article cheaper or a better article at the same price, 
and the only reason we can do it is that some countries are 
able to produce them definitely cheaper. 

Supposing you did comprehensively and with scientific 
precision exactly abolish this difference, what would happen? 
You would not impede world trade; you would destroy the 
very foundation of world trade. True it is there are countries 
which have the so-called scientific tariff and still do some 
world trade. Why? In the first place, because they do not 
apply the principle comprehensively. Neither this country 
nor England would think of applying a scientific tariff so high 
as to foster rubber production at home. In the second place, 
the tariff is not detailed or precise. A country may have a 
cost-equalizing tariff in regard to a large category of goods, 
and foreign trade will still creep in because the tariff does 
not render effective protection for specific articles. So-called 
scientific tariffs are as a rule not scientific in detail nor com- 
prehensive in scope. If, unhappily, it were possible to frame 
tariffs that were both, we should have no world trade at all. 

I should like to turn, in the few minutes that remain, to the 
framework of all economic and financial prosperity, which 
requires, as Lord Astor’ has reminded you, a basis of secure 
peace and confidence in international relations. 

You know the efforts that have been made in these last 
thirteen years, built partly but not solely on the Covenant of 
the League of Nations, partly on Locarno and on the Kellogg 
Pact, and on many other efforts. In the future what part is 
America going to take? Is she going to adopt a policy of 
political isolation, or is she going gradually to depart from 
that policy? Is she going to codperate more and more closely 
with the rest of the world in establishing the machinery both 
for the settlement of disputes and for the preservation of peace? 
Doubtless prophecy is as rash as advice is impertinent, but 
perhaps prophecy is a more excusable fault than impertinence, 
and I will venture to express the very definite opinion, much 
more definite in this sphere than in regard to the problem of 
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economic nationalism, that America will increasingly abandon 
a policy of political isolation and will continue to act with the 
world even more decisively in solving the world’s problems. 

And if you ask me why I have that faith, I would say for 
two reasons. It is because I reflect on the two greatest events 
in American external history and, as I understand them, the 
two main principles of external policy in the American tra- 
dition. The first of those is the principle of “no taxation 
without representation.” For a nation like America, with her 
enormous investments and commitments and interests in every 
part of the world, all of which are dependent upon the frame- 
work of society within the countries where they are situated, 
all of which are risked by unwisdom of policy in those 
countries, what does political isolation mean? Surely it means 
a lack of political influence corresponding with the financial 
interest and responsibility—which is precisely “ taxation with- 
out representation.” A century and a half ago you fought 
against that principle. Surely you will not hug that principle 
to your breasts when nobody desires to fight about it. 

And the second traditional principle of American policy, as 
I understand it, is, ‘no foreign entanglements.” You may 
think it paradoxical if I say that the only way to avoid foreign 
entanglements is not to pursue a policy of political isolation ; 
but I believe it is fundamentally true. Not a century and a 
half ago, but a decade and a half ago, you were entangled in 
a great war you had not made; we were all of us entangled 
in a great war we had not desired; because we had not 
collectively controlled the march of events that resulted in 
the outbreak of that war. In the modern world the only 
way to avoid being the slave of events is to be their master. 

It is for these two reasons that I venture, rashly perhaps, to 
prophesy that America will certainly not continue a policy of 
political isolation, even if she and the whole world pursue 
policies of increasing economic nationalism. 

I have mentioned certain international and external prob- 
lems. I can only remind you in a word of the enormous 
range of the internal problems now perplexing every country 
and challenging the competitive system under which we have 
grown up. Whatever its defects—and patent indeed they are 
at this moment—that system has, after all, sheltered in com- 
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fort such multitudes as no other system the world has known 
has done; it has given to innumerable millions a standard of 
material comfort that before had only been known by favored 
classes in a few brief periods in a few restricted areas. I like 
to think of that system as best materially expressed in the 
soaring structures of this city, which seem to me to body forth 
in stone and steel the very conception of Energy Triumphant, 
as the Medieval Gothic embodied the conception of the Church 
Militant. 

We all know that if this system is to be retained and made 
adequate for its task, it must be so reformed, perhaps trans- 
formed, that it will save us from the tragic paradox of poverty 
in a world of plenty, and of plenty apparently causing poverty. 
It must somehow or other be so reshaped that extra productive 
capacity at every stage will be (as it should be and as certainly 
it can be if we reform our own human organization) trans- 
lated into corresponding extra purchasing capacity. But the 
task is a great one, externally and internally. 

In the winter in which we now are, in the year which is 
about to come, events must certainly be anticipated which 
will need the mobilization of every resource both of construc- 
tive intelligence and of international good will. 

It has been my privilege for many years now to be associ- 
ated with one effort at Geneva to evoke and apply something 
of the constructive wisdom of mankind. I see, as all of those 
associated in that work see, that the entire work of which 
Geneva is part, is now at a most critical and crucial stage. It 
may be decisively strengthened; it may be fatally weakened. 

You whom I address, through your personal influence, 
through the offices private or public which you occupy, are no 
inconsiderable part of the forces which direct events and policy 
in this country, and it depends largely, perhaps decisively, 
upon the policy of this country whether in the years ahead of 
us man is master of his fate, or its slave, whether he is the 
sport of circumstances or will control his destiny. 

No other age in human history has ever made the same 
challenge to the constructive intelligence, the wisdom, and the 
collective will of man as ours has. For never until now have 
the nations’ resources and man’s knowledge and skill been suffi- 
cient to give the material basis of a rich civilization to the 
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whole of the world’s inhabitants. Never before has a promise 
so rich been menaced by a danger so great. 

It is defects in human organization alone that require to 
be remedied. I cannot believe that the response to that chal- 
lenge, with the penalties of failure so great, and the rewards of 
success so incalculable, will be an unworthy one. 
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